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MEDICARE AND PRIVATE SECTOR 
HEALTH CARE QUALITY MEASUREMENT, 
ASSURANCE, AND IMPROVEMENT 


TUESDAY, MARCH 21, 1995 

House of Representatives, 

Committee on Ways and Means, 

Subcommittee on Health, 

Washington, D.C. 

The Subcommittee met, pursuant to call, at 10 a.m., in room 
1100, Longworth House Office Building, Hon. Bill Thomas (Chair- 
man of the Subcommittee) presiding. 

[The advisory announcing the hearing follows:] 
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ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON HEALTH 

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3943 

March 13, 1995 
No. HL-5 


THOMAS ANNOUNCES HEARING ON 
MEDICARE AND PRIVATE SECTOR HEALTH CARE 
QUALITY MEASUREMENT. ASSURANCE. AND IMPROVEMENT 

Congressman Bill TTioroas (R-CA), Chairman, Subcommittee on Health of the 
Committee on Ways and Means, today announced that the subcommittee will hold a hearing 
on quality measurement, assurance, and improvement in the Medicare program and private 
sector health plans. The bearing will take place on Tuesday, March 21, 1995, in the main 
Committee hearing room, 1100 Longwortfa House Office Building, beginning at 10:00 
a.m. 


Oral testimony at this hearing will be heard fix)m invited wimesses only. However, 
any individual or organization not scheduled for an oral appearance may submit a wrinen 
statement for consideration by the Committee and for incltjsion in the printed record of the 
hearing. 

BACKGROUND : 

Congress established the Medicare utilization and quality control peer review 
organization (PRO) program under the Tax Equity and Fiscal Responsibility Act of 1982, 
replacing the former professional standards review organizations. PROs are generally charged 
with reviewing services famished to Medicare beneficiaries to determine if the services met 
professionally recognized standards of care and were medically necessary and delivered in the 
most appropriate setting. 

In 1989, Congress established the Agency for Health Care Policy Research (AHCPR) 
to conduct and support research on the outcomes, effectiveness, and appropriateness of health 
care services and procedures. Congress specifically directed AHCPR to establish priorities for 
research reflecting the needs of the Medicare program, and a portion of AHCPR's authorized 
funding is supported by the Medicare trust funds. AHCPR’s authorization expires at the end 
of fiscal year 1995. 

In recent years, quality assurance efforts have moved toward development of accurate 
measures of quality that can be used to continuously improve care and assess the performance 
of health care providers and plans In 1990, the Institute of Medicine issued Medicare: A 
Strategy for Quality Assurance , which, among other recommendations, called for a new focus 
in the Medicare program on the “collection, analysis, feedback, and dissemination of data and 
in the initiation of creative quality interventions " 

In the private sector, the growing role of managed care has generated intense interest 
in establishing credible performance measures to allow employers and other purchasers to 
make informed health care decisions based on quality as well as cost. 

In aimouncing the hearing. Chairman Thomas stated: "As we look for ways to increase 
health plan choices for beneficiaries, I am very interested in hearing from the experts how we 
can best assure professional, quality care as well as provide to the beneficiaries the 
information they need to make good health care decisions. I also look forward to hearing 
from the Administration about their on-going efrbrts, including the research agenda of the 
Agency for Health Care Policy and Research and its relationship to improving care for 
Medicare beneficiaries." 
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FOCUS OF THE HEARING : 

The hearing will focus on explorii^ innovative quality measurement, assurance, and 
improvement systems that can be applied to the Medicare program, reviewing the 
effectiveness of current quality assurance programs for Medicare fee^for-service and Health 
Maintenance Organization beneficiaries, reviewing the activities of the AHCPR, specifically 
regarding outcomes research and its application to the quality improvement in the Medicare 
program, and assessii^ quality assurance and improvement initiatives in the private sector. 

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS; 

Any person or organization wishing to sulmiit a written statement for the printed 
record of the hearing should submit at least six (6) copies of their statement, with their 
address and date of hearing noted, by the close of business, Tuesday, April 4, 1995, to Phillip 
D. Moseley, Chief of Staff, Committee on Ways and Means, U.S. House of Representatives, 
1102 Longworth House Office Building, Washington, D.C. 20515. If those filing written 
statements wish to have their statements distributed to the press and interested public at the 
hearing, they may deliver 200 additional copies for this purpose to the Subcommittee on 
Health office, room 1 1 36 Longworth House Office Building, at least one hour before the 
hearing begins. 


FORMATTING REQUIREMENTS : 


hr prtutaC n CmbMm hr ft ur witBM nttMBt V itfHi alaMM Hr ft* nkMtf RMrt 
h impmM ft ft rft9Mt tm tmmmm mm mtwm l* ft* friftin mti Mm. fte m 
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Note: All Committee advisories and news releases are now available over the Internet at 
GOPHER.HOUSE.GOV, under 'HOUSE COMMITTEE INFORMATION’. 
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Chairman Thomas. The Subcommittee hearing will be in order. 
Welcome to the hearing regarding quality measurement, assurance 
and improvement in the Medicare Program and private sector 
health care plans. I consider the subject of today’s hearing to be 
critical to the development of a successful approach to providing 
more health plan choices to Medicare beneficiaries. 

To be more specific, the Congress and the administration, I 
believe, have an obligation to Medicare beneficiaries to assure that 
they get professional quality care. That applies to care providers 
through the fee-for-service system, as well as through health main- 
tenance organizations and any other health plan arrangements. I 
also believe that we must go beyond that. 

As we give beneficiaries more health plan choices, we must also 
give them information about the quality of care provided under 
those choices so that they can make good decisions for themselves. 

As we all know, the private sector is leading a revolution in 
health care delivery as more Americans enroll in HMOs and other 
managed care arrangements. As purchasers have become more 
aggressive about controlling costs with managed care, they have 
also pushed for accurate, objective and consistent measures of 
quality. These measures would allow providers to better review 
their performance and continuously improve their care, while also 
giving purchasers the information they need to make informed de- 
cisions based on quality as well as costs. 

I hope today’s hearing will allow us to learn about private sector 
efforts to measure and improve quality and what this may mean 
for the Medicare Program. Let me mention that we have Dr. Phil 
Lee here today as one of the administration’s witnesses along with 
Mr. Vladeck, who has been with us several times. 

Some of my colleagues may not realize that the original 
authorization for the outcomes research agenda for the Agency for 
Health Care Policy and Research was initiated by Republican 
members of the Health Subcommittee, that is the former Ranking 
Member Bill Gradison of Ohio, whose picture I saw in the paper 
recently, and is funded in part by Medicare trust funds. 

We did this to assure the research agenda had a focus on issues 
important to Medicare beneficiaries. I am anxious to hear from Dr. 
Lee about the Agency for Health Care Policy and Research agenda 
and how clearly it might help us improve care for Medicare bene- 
ficiaries. Also, I hope Mr. Vladeck’s testimony on the Medicare peer 
review organizations will provide a useful baseline for our coining 
efforts to promote better quality measurement, which is, after all, 
the foundation for better quality care for Medicare beneficiaries. 

I call on my colleague and Ranking Member from California, Mr. 
Stark, for an opening statement. 

Mr. Stark. 'Thank you, Mr. Chairman. I thank you for schedul- 
ing this hearing to express your support for actions to protect and 
if possible to improve the quality of care which Medicare bene- 
ficiaries receive. There are several actions we can take to meet 
these goals. We can, first of all, avoid careless slashing of Medicare 
funding for purposes unrelated to the Medicare Program such as 
giving tax breaks to very wealthy seniors and other budget 
balancing gimmicks. 
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Second, we should work to prohibit those things we already know 
have a detrimental effect on quality, contracts with health plans 
which cherry pick and leave the sickest to fend for themselves, and 
therefore put undue burden on public hospitals, or contracts with 
health plans that are recklessly certified or poorly supervised by 
State governments largely because of a lack of Federal standards 
with which we can measure how well the State governments are 
indeed supervising these plans. 

We ought to be very definitive about physician incentive 
payments in managed-care plans that end up turning them into 
Mary Kay cosmetic contests to see how doctors can withhold 
needed health services. It is difficult to measure the quality of a 
physician’s service if the physician is told by some gatekeeper that 
he or she cannot provide the service to begin with. 

Third, we should do whatever we can to enhance the state of the 
art of quality assurance through research. There is probably not 
now a method by which anyone would be willing to empirically 
judge the quality of a plan. It will take many more years of 
research and study to come up with guidelines with which we will 
be comfortable. 

It is somewhat ironic we are holding this hearing when last week 
the Budget Committee suggested we should stop funding the 
Agency for Health Care Policy and Research, the very agency 
which might eventually help us come up with a system whereby we 
could achieve the Chair’s goals. 

The bottom line, Mr. Chairman, is if we are serious about 
protecting and improving the quality of health care in our country, 
we will require Federal action in a Federal program that now takes 
care of 35 million Americans, which is the finest health delivery 
system in the country today and that will require perhaps more 
Federal resources rather than less. 

Philosophically, I know that is abhorrent to some people, but if 
we mean to protect the care of the elderly, we can’t sacrifice it for 
tax cuts. We will have to be serious about paying for the quality 
we hope to receive. I look forward to hearing from the witnesses 
today. 

Chairman 'Thomas. I thank my friends in California. Let us here 
what the public is getting for its money. We will hear first Bruce 
Vladeck and then Dr. Lee. I would indicate to both of you that your 
entire written testimony will be placed in the record and you may 
proceed however you see fit to inform the Subcommittee and I will 
not turn the lights on, but if we can keep a reasonable structure, 
I am sure there will be questions. Thank you very much for being 
here. 

STATEMENT OP HON. BRUCE C. VLADECK, PH.D., 

ADMINISTRATOR, HEALTH CARE FINANCING ADMINISTRA- 
TION 

Mr. Vladeck. Thank you, Mr. Chairman and Members. I am 
pleased to appear again before the Subcommittee and I am particu- 
larly pleased to be here this morning to discuss some of what the 
HCFA, Health Care Financing Administration, is doing to foster 
and assure the delivery of high quality health care to our 
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beneficiaries. It also is a special pleasure for me to share the wit- 
ness table with Dr. Lee. 

I hope at the conclusion of this hearing the Subcommittee will 
have a greater appreciation not only of HCFA’s efforts at quality 
assurance, but also the collaboration between HCFA and the 
AHCPR, Agency for Health Care Policy and Research, on whom we 
rely very heavily for the building blocks of our quality efforts. 

I will try to condense my statement as much as I can. Let me 
focus my remarks on changes we have been making to the Peer 
Review Organization, or PRO Program, and turn more specifically 
to quality assurance in managed care, which I know is of particular 
concern to this Subcommittee and to the Chairman. 

Our mission is to guarantee health security to the beneficiaries 
we serve. In order to do that we must collaborate with providers, 
physicians, suppliers and managed-care plans to assure that 
services are of high quality and are appropriate. In fact, our ap- 
proach to quality assurance includes a number of different pieces, 
including the development of health and safety standards for facili- 
ties, the survey and inspection of those facilities, and increasing ef- 
forts to educate our beneficiaries as to appropriate care, particu- 
larly to encourage them to receive preventive services. 

We are engaged with the Agency for Health Care Policy and 
Research in studies on quality assessment and our increasing em- 
phasis on, and concern with, program integrity activities also have 
major quality implications, because so often abuse of the programs 
involves abuse of the beneficiaries as well. 

Let me talk first in more detail about the PROs. PROs are 
private entities, for-profit or nonprofit physician-governed organiza- 
tions that work under contract to us to monitor and evaluate the 
care provided to Medicare beneficiaries. PROs have been in place 
in one form or another since 1972, but in the last three or 4 years 
we have undertaken a major transformation of their role and their 
activities. 

In the past, PROs monitored quality mainly through intensive 
retrospective review of individual case records, whether physician 
charts or hospital charts, selected generally as part of a random 
sample. We have come to believe that that kind of look-behind 
case-by-case examination of individual clinical events for errors is 
less effective in improving the quality of care than is a more global 
and prospective approach. 

By identifying patterns of care and outcomes across a larger 
sample of patients, we believe that providers can receive insights 
to systemic problems in how they are providing care. The best way 
to achieve high quality performance by providers in the long term 
is not to impose rigid standards from the outside nor to engage in 
an elaborate game of “gotcha”, but rather to encourage them to 
maintain and strengthen their own internal quality management 
systems. 

In taking this approach, we have borrowed freely from the best 
thinking in the private manufacturing and other corporate sectors 
in the revolution in industrial quality control and quality assurance 
that has occurred over the last couple of decades. 

Perhaps I can best illustrate these concepts with a simple graph- 
ic representation. If one plots the quality of care of all health 
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episodes for all items of service or instances of service to Medicare 
beneficiaries, on a continuum from low quality on the left to high 
quality on the right, you get the typical distribution you see in all 
sorts of aspects of life. 

[The following was subsequently received:] 
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What the PROs and old-style quality assurance efforts tended to 
do was to try to identify and focus on that very small left-hand tail 
of the distribution to catch the egregious cases on that end and 
then take some punitive action relative to them. 

Increasingly, our philosophy is that the appropriate role of ours 
relative to quality — while not ignoring the problems in the left- 
hand tail — and the long-term payoff in terms of quality of services 
to our beneficiaries is to improve the level of quality of care in the 
program or in any provider by moving the distribution substan- 
tially in the direction of higher quality and by focusing more of it 
around professional norms or consensual levels of very high quality 
service. 

We are less interested than we were in the past in detecting and 
punishing individual problems and more interested in increasing 
the standard of the norms of care and moving the general level of 
performance. 

Continuous quality improvement aims to improve performance of 
all providers, not merely just those on the tail end, and it is done 
consistent with a philosophy of continuous quality improvement. 
There is no end point in this process. We hope to improve the 
quality of care continuously. 

We have modernized the management of the PRO program under 
what we call our HCQIP, Health Care Quality Improvement 
Program, consistent with this philosophy. Under the HCQIP, we 
give providers, hospitals, or managed-care plans the tools to 
achieve internal continuous quality improvement while we can 
monitor on the basis of data about which there is a high degree of 
consensus improvements in quality. 

Let me give you one example. One of our PROs looked at the 
claims from 53 hospitals in its State for Medicare patients with 
coronary artery disease who had undergone catheterization of the 
left heart and angiography procedures. They found that a number 
of those hospitals were routinely performing right heart catheter- 
izations as well. 

In many cases, the additional procedure was unnecessary and 
indeed involved some additional risk to the patient, although not 
an enormously large risk. Working with the hospitals and the State 
chapter of the American College of Cardiology, the PRO developed 
consensus criteria within the State for when right heart catheter- 
ization was appropriate and when it wasn’t and shared those 
guidelines with providers. 

Each of the hospitals then took that into their internal quality 
improvement processes and the result, within 6 months, was a very 
substantial reduction in the volume of unnecessary procedures of 
that sort. That is a prototype of the kinds of projects that PROs 
are undertaking around the country, some of them — as with the 
management of post heart attack patients — as part of national 
initiatives; many more of them in response to locally defined prob- 
lems and priorities in identifying quality issues. 

I want to assure members that the traditional statutory 
obligations of the PROs to continue to undertake retrospective case 
reviews in order to validate DRG classifications, to investigate ben- 
eficiary complaints, to assist in reviews of problematic providers re- 
ferred to us from the Attorney General or to investigate alleged vio- 
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lations of antidumping regulations, have continued and will con- 
tinue, and the authority of the PROs to impose sanctions in those 
instances is still in place and is still being used. 

Again, I could give you, and would be happy to, a large number 
of other examples of the kind of work the PROs are doing, but I 
want to emphasize two things about our changes in the process. 
First, our management of the PRO program recognizes how 
heterogenous the health care system is and how different the prob- 
lems of quality may be from one community to another. 

There are differences in prevalence of disease patterns, there are 
differences in practice patterns, and there are differences in 
professional expectations. Our expectation of the PROs is that they 
work with the local physician and other professional communities, 
with consumer groups and others to identify problems of high pri- 
orities in their communities and then pursue them rather than fol- 
lowing some national cookbook. 

The other point to emphasize is how collaborative we insist this 
process is. The only way to ensure high quality care to our 
beneficiaries is to see to it that physicians and nurses and the 
other health professionals are providing high quality care. We do 
not ourselves administer injections or perform surgery and it re- 
quires a continuing and mutually collaborative partnership with 
the professional community in order to improve quality. 

We are beginning to apply some of these same principles to our 
oversight of managed-care services. Even with the impatience some 
have suggested about the size of our managed care activities, we 
are, by far, the largest buyer of HMO services in the world. Slight- 
ly more than three million of our beneficiaries now receive their 
medical care through HMOs. 

We require HMOs with whom we have risk contracts, the bulk 
of the plans which enroll our beneficiaries, to maintain internal 
and external quality review processes. We focus particularly on 
their capacity and the performance of the activities necessary to 
undertake internal quality assurance and quality improvement 
activities within the plan. 

We also require the PROs to conduct external quality review in 
risk-contracting HMOs. Traditionally, the PROs’ review of HMO 
patterns has been by the old model in which they looked at a 
sample of cases and tried to define deficiencies as well as following 
up on particular complaints and appeals. 

We are in the process of transforming that to a system that will 
be consistent with the growing consensus about the appropriate 
way to do quality assurance and quality monitoring. It is essential 
that the system be accountable to consumers so that they can make 
informed choices, to providers so that they can do continuous 
quality improvement, and to the payers so they can make sure they 
are getting value for their money in protecting their beneficiary. 

We are working on a number of initiatives in this regard. I need 
to emphasize, however, that the building blocks of any future 
system must rely on data on services provided by HMOs. Tradition- 
ally, many of the older group model and staff model HMOs did not 
maintain the level of data about the volume or content of services 
that we have come to expect in the fee-for-service sector and that 
are increasingly the backbone of our quality monitoring systems. 
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We believe that adequate quality assurance requires that 
managed-care plans collect data comparable to that maintained in 
the private sector relative to each patient encounter with a 
provider. We are going to work with the industry, with other large 
purchasers of care, toward the development of consensus about the 
content of standard data that need to be maintained by managed- 
care plans, need to be made available to purchasers, to quality 
monitors, and to others as the core of such a system. 

We are working very closely with the NCQA, National Commit- 
tee for Quality Assurance, to adopt their HEDIS system, a set of 
measures of planned performance to the particular needs and char- 
acteristics of the Medicare and Medicaid populations. We are some- 
what further down the road on the Medicaid version for which we 
have already identified also sets of clinical indicators, most having 
to do with maternity services that are particularly important in the 
Medicaid population that haven’t yet been a part of the HEDIS 
data set. 

We are also working with the NCQA and other bodies, as well 
as the managed-care industry, to adopt the HEDIS, health plan 
employer data and information set, reports to the Medicare 
Program. At the same time, we are seeking to develop appropriate 
quality measurement tools and quality standards for managed 
care. 

In 1993, we contracted with the Delmarva Foundation, which is 
the PRO for Maryland, and Harvard University to work with a 
panel of quality experts from around the country to develop new 
methods for external review based on outcomes measurement and 
quality improvement. 

Dr. Heather Palmer, who is head of that project, is a witness on 
a subsequent panel and I will try not to step on any of her lines, 
but we are far down the road in developing mechanisms for analyz- 
ing data on core measures and for monitoring the performance of 
plans. 

We are particularly excited about some of the measures for 
management of chronic diabetes, patients whose problems are 
precisely those that ought to be best addressed by effective man- 
aged-care plans and for whom episodic measures of quality care in 
either the fee-for-service or capitated sectors have probably been 
traditionally inadequate. 

One of the things that managed-care plans have always pointed 
to with some pride was their substantially greater emphasis in, 
and investment in, preventive services and we are looking as part 
of this monitoring at the use of mammography and other standard- 
ized screening tests, and at management of hypertension as 
illustrations of the kinds of the services where one can measure the 
level of performance and assess the adequacy of care relative to 
some benchmarks of industry-wide or community-wide norms. 

I would be overstating the issue, however, if I said that we were 
there, in terms of the development or implementation of these 
systems. We need continuous quality improvement in our quality 
assurance efforts just as much as any provider does. We are 
working in partnership with managed-care plans, with the States, 
with the medical communities, and with advocates to develop 
measures to gauge health plan performance whether the plan is a 
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capitated or fee-for-service plan, and the various pieces are all 
parts of a longer term strategy that will give us a set of measures 
of the performance of any plan and give that plan the tools with 
which to do continuous quality improvement within its own orbit. 

Just to make sure that we are not all stepping on one another, 
next month we are sponsoring an invitational forum to bring 
together the wide range of public and private entities that are all 
developing systems for monitoring the quality of care delivered by 
managed-care entities and other health providers to make sure 
that we are talking to one another and not creating duplicative or 
contradictory systems — not to create any sort of monopoly 
situation, but to see that all of us with the same objectives are not 
getting in one another’s way or imposing excessively burdensome 
requirements on the plans as part of our efforts to define measures 
of accountability. 

We have a long way to go and I do not want to overstate how 
far we have gotten. The last point is our reliance on the AHCPR, 
as the most important objective source of outcome measures and 
professional consensus about appropriate standards for care on 
which we increasingly rely for the development and availability of 
standards around which to conduct these quality assurance and 
quality improvement activities. 

The outcomes research done by AHCPR is a critical building 
block in our efforts. We have supported and continue to support the 
authorization of Medicare trust fund moneys to support the work 
of the agency because of our belief that that work is so integrally 
connected to the basic purposes for which the trust fund is 
available. 

That gives me a segue to Dr. Lee and his comments on this and 
other issues, but I would be happy to answer any questions any of 
you might have. Thank you, again, for the opportunity to appear 
here today. 

[The prepared statement follows;] 
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TESTIMONY OF BRUCE C. VLADECK, ADME«STRATOR 
HEALTH CARE FINANCING ADMINISTRATION 

I am pleased to appear before the Subcommittee today to 
discuss the Health Care Financing Administration's (HCFA's) 
evolving role in fostering and assuring the delivery of high 
quality health care to over 36 million Medicare and 35 million 
Medicaid beneficiaries. 

HCFA’s mission -- as the nation’s largest health insurer and a 
major purchaser of managed care services -- is to guarantee 
health care security to all the elderly, disabled, and 
disadvantaged populations we serve. Central to this mission is 
our commitment to collaborate with providers, physicians, 
suppliers, and managed care plans to assure that the services our 
beneficiaries receive are of high quality and appropriately meet 
their health needs. 

As the largest payer for health care services in the country, 
HCFA also has a fiscal responsibility to all citizens to make 
sure that the dollars we spend are spent wisely. High quality 
care delivered in the appropriate setting is likely to be cost- 
effective. 

HCFA’s MtfLTI-FACETED APPROACH TO QUALITY ASSURANCE AND 
IMPROVEMENT 

HCFA has reinvented and modernized its quality assurance and 
improvement activities under our Health Care Quality Improvement 
Program, or HCQIP. HCQIP gives providers, such as hospitals and 
plans, the tools to achieve internal continuous quality 
improvement; allows for the monitoring of how these plans and 
providers are achieving improved quality; and leads an effort in 
quality improvement projects throughout the country which allows 
us to improve care for large populations of patients. HCQIP was 
launched in April 1993, primarily through a re-engineering of our 
Peer Review Organization (PRO) contracts, but the program 
encompasses, or interfaces with, a variety of quality assurance 
and improvement activities. 

Most of our quality assurance activities rely heavily on 
collaboration with our partners in the private sector and other 
organizations such as the PHS. Our innovations also strive to 
reduce unnecessary burdens on the industry. 

o Quality assurance at HCFA begins with health and safety 
standards that form the nucleus of the requirements that 
all providers must meet to participate in our programs. 

o Our survey and inspection activities, and those of private 
sector accrediting bodies, such as the joint Commission on 
Accreditation of Healthcare Organizations (JCAHO), who have 
authority to accredit providers on our behalf, are designed 
to assure that Medicare and Medicaid-certified providers 
continue to meet the threshold participation standards of 
health and safety. Medicare conditions or participation 
require providers to have an internal quality assessment 
and improvement program. 

o Beneficiary education is an important tool for improving 
quality. Over the past couple of years, we have embraced 
an ethic of customer service and beneficiary outreach. 

This effort includes a commitment to give beneficiaries a 
better understanding of what quality care is, educate them 
about their rights as patients to high quality care, and to 
disseminate reliable information about health plans to 
foster Informed consumer choice. 

o We fund empirical studies in state-of-the-art quality 

assessment, such as a recent grant to the RAND Corporation 
to develop a clinically-based method for assessing the 
quality of care delivered to women and children in managed 
care plans. The results of such studies are incorporated 
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into our quality monitoring activities. 

o Various program integrity initiatives that seek to prevent, 
identify, and root out fraud and abuse also help improve 
quality. Fraudulent providers often provide poor quality 
or inappropriate care, which can be detrimental to 
beneficiaries' health and well-being. 

o In quality monitoring, HCFA uses clinical practice 

quidelines (guidelines on appropriate medical practice), 
including those developed by the Agency for Health Care 
Policy and Research (AHCPR), as well as the private sector. 

0 Last but not least, we use the Peer Review Organization 
(PRO) program to monitor the quality of care provided in 
fee-for-service and managed care facilities. It is also 
through the Peer Review Program that HCFA sponsors 
innovative and cooperative improvement projects with 
partners in the health care community. 

HCFA quality assurance activities are as equally prominent in 
the managed care area as they are in the fee-for-service sector 
of Medicare. Medicare is a major purchaser of managed care 
services, with estimated expenditures this year of about $13 
billion for the provision of care to over 3 million enrollees, or 
about 10 percent of our beneficiaries. We are committed to 
Improving the quality of care these beneficiaries receive. 

1 should note that we and managed care plans recognize we have 
much work ahead of us to develop reliable, effective, and 
efficient systems to assess quality in managed care plans. 
Fortunately, our experience with quality assurance outside of 
managed care provides us with a solid basis for developing the 
quality assurance mechanisms needed in the managed care 
environment. We are moving forward to improve quality in both 
fee-for-service and managed care with parallel objectives, 
although applications in managed care take some different forms. 

As the Subcommittee has requested, I will focus my remarks on 
the innovations in the PRO program and then turn more 
specifically to quality assurance applications in the managed 
care arena, as this is an area of growing significance to 
Medicare and of particular interest to this Subcommittee. 

THE PRO PROGRAM; A PARTNERSHIP WITH HCFA 

We achieve our mission of assuring high quality services to 
our beneficiaries in partnership with members of the health care 
community. Nowhere is this cooperation and collaboration better 
exemplified than in the Peer Review Organization, or PRO, 
program, which operates in both the fee-for-service and managed 
care sectors of Medicare. 

The PRO program has been in place in one form or another since 
1972. While the structures for peer review have changed over the 
years, the goals of the program, as articulated by Congress, have 
remained essentially unchanged: to assure that services provided 
to beneficiaries are medically necessary, provided efficiently In 
the appropriate setting, and meet professionally recognized 
standards of care. 

PROS are private entities that work under contract with HCFA. 
In general, a separate PRO operates in each State, although PRO 
activities are frequently carried out at an even more local 
level. PROS may be for-profit or non-profit organizations and 
are guided by boards of directors comprised of licensed 
clinicians, representatives from State medical societies, 
hospital associations and medical specialty societies, and 
consumer representatives. PROS employ physician advisors, 
epidemiological and statistical specialists, nurse reviewers, and 
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data technicians. 

Innovations in the PRO Program 

The Health Care Quality Improvement Program Is leading to 
substantial Innovations in the PRO program. In the past, PROs 
monitored quality mainly through intensive retrospective review 
of individual case records -- physician or hospital charts -- 
that were selected as part of a random sample. Upon identifying 
possible quality concerns, PROs have engaged providers In 
corrective actions; sanctions have been applied in cases of 
grossly substandard care or consistent poor quality. 

We have come to believe that a look-behlnd, case-by-case 
examination of individual clinical events for errors is less 
effective in improving the quality of care than a more global and 
prospective approach that identifies patterns of care and health 
outcomes across a larger sample of patients. The case review 
approach does not give providers adequate insights into systemic 
problems in how they are providing care and does little to help 
guide providers toward fundamental improvements in care. 

We have also recognized that the best way to achieve quality 
performance by providers in the long term is not by imposing 
rigid standards from the outside, but instead by encouraging 
providers to maintain and strengthen their own internal quality 
management systems. In this regard, HCFA has borrowed freely 
from the best thinking of the private sector, such as the 
manufacturing industry, which long ago embraced the doctrine of 
continuous quality improvement (CQl). The new approach we are 
implementing combines providers* internal quality management 
systems, driven by clinically-reliable data, with external 
monitoring and educational support from the PROs. 

Quality Monitoring by PROs 

Reliable data, which allow us to identify patterns of care, 
will obviously be at the core of quality monitoring. In the fee- 
for-service side of Medicare, we will use existing Medicare 
billing data and clinical data abstracted from medical records. 
(In collecting these data, HCFA and our contractors observe the 
same stringent protections for beneficiary confidentiality that 
have always characterized the PRO program.) 

Quality indicators derived from improvement projects, which I 
will address momentarily, will assist PROs and providers in 
measuring and monitoring the quality of care provided to Medicare 
beneficiaries. Upon identifying aberrant patterns of care, PROs 
can then educate physicians about best practices and help 
hospitals develop internal monitoring systems that allow them to 
continuously improve the quality of care provided. 

For example, one PRO examined claims from 53 hospitals of 
Medicare patients with coronary artery disease, who had undergone 
left heart catheterization and coronary angiography procedures . 
The PRO found that some hospitals routinely performed right heart 
catheterizations as well. For many of these cases, the 
additional procedure was unnecessary and could expose 
beneficiaries to risks and complications. Working with the 
hospitals and the State Chapter of the American College of 
Cardiology, the PRO developed consensus criteria for performing 
right heart catheterization and shared these guidelines with the 
providers. The hospitals engaged in various self-education 
efforts and our follow-up evaluation reveals a significant 
reduction in unnecessary right heart catheterization procedures. 

While our new quality monitoring process will replace much of 
the traditional retrospective case review, I want to assure the 
Subcommittee that the PROs will continue to perform traditional 
retrospective case review, where appropriate, in order to meet 
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their statutory responsibilities to validate DRG classifications, 
and to investigate beneficiary complaints, alleged violations of 
anti-dumping regulations, and referrals from the Office of the 
Inspector General. Furthermore, the PROs and HCFA will still be 
responsible for imposing sanctions if education efforts fail. 

Cooperative Quality Improvement Projects: Supporting_the Goal of 
Improving Care 

In addition to monitoring quality, PROs are also collaborating 
with providers, researchers, practitioners, and other groups in 
the health care community on projects that identify opportunities 
to improve the quality of care provided and allow providers to 
share lessons of best practices with others. 

National and local quality improvement projects reflect our 
empirically-validated belief that opportunities are much greater 
to improve the overall health status of our beneficiaries on a 
broad scale by effecting modest improvements in many mainstream 
areas of care, rather than by focusing primarily on egregious 
errors through traditional case review- Projects may be 
developed by a single PRO, groups of PROs, or nationally. 

To date, PROs have reported on hundreds of collaborative 
improvement projects, the results of which are shared throughout 
the country. We have received much positive feedback from 
providers and others in the industry about the value of these 
projects. HCFA and the PROs, working with providers, are 
catalysts for influencing the state-of-the-art of medical care so 
that ail patients receive the best possible health care. 

Improvement Project Examples 

The prototype improvement project, launched in 1993, is the 
Cooperative Cardiovascular Project, which seeks to improve care 
for patients hospitalized with acute myocardial Infarction, or a 
heart attack. HCFA developed quality indicators for care of 
heart attacks using guidelines developed by the American College 
of Cardiology and the American Heart Association. In pilot 
projects in Alabama, Connecticut, Iowa, and Wisconsin, the PROs 
found major opportunities to improve care for heart attack 
patients. In partnership with hospitals and their medical 
staffs, and with analytic support from AHCPR's Patient Outcomes 
Research Teams, we have derived state-of-the art measures of 
quality for heart attack hospitalizations and have identified 
beat practices. Through the PROs, we are providing technical 
assistance to hospitals and will be monitoring the results. HCFA 
is now extending the cardiovascular project to the entire nation. 

The project illustrates the major opportunities we have to 
improve care. Medicare beneficiaries have more than a quarter of 
a million heart attacks a year. If we can bring the level of 
care up to best practices, we should be able to save thousands of 
lives. While the traditional one-case-at-a-tlme approach was 
designed to Identify egregious errors in care, quality 
improvement methods can have a much larger impact by effecting 
smaller changes in a large number of cases. 

PROS have also embarked on numerous projects of a more local 
scope. For example, we are working to Improve ambulatory care 
for patients with chronic disease in both f ee-for-service and 
managed care environments. In the next six months, we will begin 
pilot projects in several States aimed at improving care for 
diabetics, using quality indicators based on guidelines from the 
American Diabetes Association and the Centers for Disease 
Control. We are also making extensive use of guidelines from the 
Agency for Health Care Policy and Research (AHCPR) to develop 
quality Indicators for conditions such as unstable angina, 
prevention and treatment of pressure ulcers, and diagnosis and 
treatment of benign prostatic hypertrophy. 
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HCFA is proud of the quality aonitorlng and improvement 
innovations we have introduced In the PRO program. I want to re- 
emphasize three important points about our work in this area: 

1. The PRO program consists of private organizations which, 
through a contractual arrangement with HCFA, monitor the 
quality of care furnished by providers. Quality monitoring 
and improvement relies heavily on collaborative efforts 
among HCFA, the PROS, providers, practitioners, experts, 
and others in the field. 

2 . The best way to achieve quality care in the long term is 
not by imposing rigid external standards on providers, but 
by encouraging and supporting internal continuous quality 
improvement activities. We strongly believe that the 
development and dissemination of clinical practice 
guidelines and best practices help hospitals render quality 
care. 

3. Cooperative quality Improvement projects give HCFA and its 
partners an opportunity to improve the overall health 
status of our beneficiaries on a broad scale. These 
projects have received a warm reception by the industry. 

QUALITY ASSURAWCE AMD IMPROVEMEWT IK MAMAGED CARE 

In 1994, Medicare managed care plan enrollment increased by 16 
percent. At present, about ten percent of our beneficiaries have 
chosen to enroll in HMOs. Based on this recent experience, as 
well as advances in the marketplace, we anticipate continued, 
substantial gro%rth in our managed care caseload, even absent 
changes in current law. We are keenly Interested in assuring 
that as the Medicare managed care program grows and evolves, we 
have adequate measures in place to assure and improve the quality 
of the care they provide. 

Designing these measures is a challenge, as we must broaden 
our focus from facility-based care to the activities of an entire 
network of providers -- Including physicians' offices. Further, 
unlike fee-for-service medicine, where each medical encounter 
results in a claim, information about particular services 
provided by managed care organizations is limited. We are facing 
up to this challenge and working closely with the managed care 
industry to develop appropriate and meaningful procedures that 
can be relied on by HCFA, by our beneficiaries, and by the 
managed care plans. 

Internal Quality Assurance Programs 

Parallel to the fee-for-service sector, quality of care in 
managed care systems can be divided into (1) internal mechanisms, 
that is, each plan's own internal structure and activities for 
continuous improvement, and (2) external measurements, that is, 
performance measures imposed by external entities, for example, 
purchasers. Currently, Medicare risk HMOs must meet requirements 
for both internal and external quality review. In addition, we 
are exploring ways to Improve external review programs, in 
partnership with managed care plans, commercial purchasers, and 
other interested parties and to maintain currency with state-of- 
the-art internal improvement processes. 

With respect to Internal structures, the Medicare statute and 
regulations require all contracting plans to have an internal 
quality assessment and improvement program, which Involves the 
following : 

o an ongoing program with a written plan describing the 
structure, responsibilities, types of activities, and 
specific quality improvement projects for the coming year; 
a committee of practicing physicians and other 
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representative practitioners with the commitment of 
adequate resources, including systems and staff; and Board 
accountability for the program; 

o an approach and activities stressing health outcomes which 
cover the entire range of care provided, and looks at the 
effects of provider compensation and incentives 
. arrangements to assure that appropriate services are in 
fact provided; 

o a systematic, Iterative process to identify problems and 
areas for improvement, make appropriate changes; and 
monitor changes over time for effectiveness; 

o peer review by physicians and other health professionals of 
the process of clinical care; 

o systematic data collection of performance and patient 

outcomes, and interpretation and feedback of these data to 
practitioners; and 

o written procedures for taking appropriate actions to change 
areas needing improvement, and a process to determine the 
overall effectiveness of the program and individual action 
plans . 

HCFA does not do business with managed care organizations 
unless they have these Internal quality assessment and 
improvement programs in place prior to contracting; we follow-up 
with on-site reviews of our contractors every two years 
thereafter. In evaluating an HMD's quality assessment and 
improvement program, staff review the written plan and the 
resultant activities, and look for changes and improvements in 
the delivery of quality medical care. Further, HCFA looks at the 
Involvement of a plan's Board and top management in assessing the 
effectiveness of ongoing activities, specific actions and the 
overall program. 

HCFA's enforcement authority is broad, from halting enrollment 
and marketing of non-compl iant plans, to intermediate sanctions, 
to revocation of Federal Qualification and contracts with 
Medicare. Currently HCFA has three corrective actions underway 
with contractors, with a fourth Investigation in progress, all of 
which are the result of quality of care deficiencies. 

External Quality Assurance Programs 

At this time, the PROS conduct HCFA’s external quality 
assurance activities in Medicare risk-contracting HMOs . Since 
1987, PRO review has consisted of review of (1) a sample of 
patient records, (2) a sample of Medicare enrollee deaths, and 
(3) all complaints PROS receive from Medicare HMO enrollees. If 
a pattern of quality problems is identified, an action plan is 
developed by the managed care plan in concert with the PRO. The 
PRO then monitors performance under the plan to ensure that the 
necessary improvements have been implemented. 

However, HCFA, the PROS, and managed care plans believe that 
external review of HMOs must evolve into a uniform performance 
measurement system, rooted in a single set of measures that gauge 
a health plan's responsiveness to the needs of its membership. 
This represents a substantial undertaking, and entails a long- 
term effort we must begin now if we are to attain a seamless data 
and performance measurement system for quality care for all 
patients in all plans. HCFA, as the nation's largest managed 
care purchaser, must be the catalyst for this effort. Such a 
data system will bring accountability: 

o for consumers, who will have the information they need to 
make informed, responsible choices; 
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o for providers, who will have the figures they need for 
continuous quality improvement and sensitivity; 

o and for plans, which will have the numbers to target 

resources and respond to the needs of diverse populations 
in Medicare and Medicaid. 

The Oregon Scorecard Project, supported by AHCPR, should be 
helpful as we seek to develop meaningful quality indicators that 
beneficiaries can understand and use to make good choices 
regarding their health care. 

Encounter Data 


The building blocks of any future performance reporting system 
must be data on services provided by HMOs. While such data are 
readily available in the fee-for-service sector as a by-product 
of payment, many managed care plans do not currently have 
encounter data available due to the nature of prepayment. HCFA 
believes that adequate quality assurance activities require that 
managed care plans collect comparable data reflecting the key 
content of each patient encounter with a managed care provider. 
With comprehensive and comparable data, plans would be able to 
provide reports to purchasers addressing a range of purchaser 
needs . 

HCFA is currently working in partnership with the managed care 
industry, States, and others in several important efforts to 
define encounter data standards for managed care plans. As the 
nation's largest managed care purchaser, we demand accountability 
and continuously improving outcomes from our contractors, just as 
any private purchaser would require. We recognize that plan 
collection of encounter data will, in many cases, be burdensome. 
However, without plan collection of encounter data, a quality 
improvement reporting system cannot be attained. As this will be 
a long-term undertaking, HCFA Is making every effort to minimize 
the requirements we place on managed care plans for reports 
derived from this data. This is exemplified by one of our most 
exciting initiatives, our partnership with the industry on the 
Health Plan Employers Data and Information Set, or HEDIS. 

Medicaid and Medicare HEDIS 


With the rapid increase in the numbers of enrol lees in managed 
care in the commercial sector, plans and employers began working 
together to develop a new HMO performance measurement tool. 

HEDIS is a core set of measures designed to help private sector 
firms gauge the value of the services provided by the firm’s 
health plans. HEDIS Includes data on a specified set of quality 
measures as well as measures of beneficiary satisfaction, 
financial indicators, and access to care. It is continually 
revised, with the third version expected next year. It will 
eventually permit consumers to compare the quality, value, and 
other merits of competing health plans. HCFA is now working to 
adapt HEDIS to the Medicare and Medicaid populations. 

We are working jointly with the originator of HEDIS, the 
National Committee for Quality Assurance (MCQA), and with State 
Medicaid directors, consumers, provider groups, the United States 
Public Health Service, and the managed care industry on a 
Medicaid version of HEDIS. HCFA's goal is to adapt this 
promising commercial sector reporting tool to the needs of the 
Medicaid program and its beneficiaries. The Medicaid HEDIS 
project is funded by the David and Lucille Packard Foundation. 

The Medicaid HEDIS project has twin objectives: 

o First, by the end of 1995, produce a Medicaid-specific 
performance measurement set that we can provide to State 
Medicaid programs. 
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o Second, Introduce Medicaid-relevant measures into the next 
version of HEDIS, version 3.0. 

HCFA chose to use HEDIS as the template for our Medicaid 
effort because the managed care industry has used it for several 
years, and because the first step toward coordinated, quality 
care is uniform, consistent data. Furthermore, using HEDIS for 
Medicaid will build upon an established effective reporting 
system used by many large employers, while minimizing reporting 
burdens on our managed care plans. 

While still on the drawing boards, HCFA also is designing a 
"Medicare HEDIS," with the support of the Kaiser Family 
Foundation. At present, HEDIS specifically excludes HMO 
enrollees who are age 65 or older. HCFA is working with the 
NCQA and others to develop a variety of measures for the Medicare 
population that will be incorporated into a future version of 
HEDIS. Medicare HEDIS will provide HCFA with a much broader 
array of vital and actionable information on health plan quality 
and value, and represents the template for our quality and 
performance measurement efforts. 

The Delmarva Project 


In 1993, HCFA contracted with the Delmarva Foundation (the PRO 
for Maryland) and Harvard University to work with a panel of 
quality assurance experts to develop a new methodology for 
external review. The Delmarva contract was intended to help HCFA 
and the PROS shift from the current mode of HMO oversight to one 
based on outcomes measurement and improving the quality of care. 
This project runs parallel to, and contributes to, our Medicare 
HEDIS effort. 

Delmarva’s report, released in August 1994, recommended three 
core performance measures that would apply to all Medicare 
enrollees in the HMO. The core measures included access to 
services, an annual influenza vaccination, and screening 
mammography for women. 

We will pilot test some of the recommendations made by 
Delmarva within the coming months. The pilot will involve 
several PROs and their HHOs and will test mechanisms for 
analyzing data on the three core measures as well as measures 
developed for treatment of diabetes. Using this information, the 
participants will work cooperatively to develop projects to 
improve quality of care based on this analysis. 

Along with information derived from a similar project underway 
in the f ee- for-service sector (the Ambulatory Care Quality 
Improvement Project), HCFA expects to learn much about using 
performance measures to improve the quality of care for 
beneficiaries with diabetes. The lessons in outcomes measurement 
we will learn from projects like Delmarva, in combination with 
the results of our HEDIS efforts, will move us and the managed 
care industry down the road toward the uniform performance 
reporting system we ail seek. 

Coordination Activities 


As I stated earlier, our performance measurement goals entail 
a long-term effort. Our over-arching goal is to work in 
partnership with the managed care industry, the states, the 
medical community and advocates alike to develop a single set of 
measures that gauge a health plan's performance. Our work on 
encounter data as the building blocks, HEDIS as the reporting 
template, and on Delmarva as a first attempt at examining 
compliance with performance measures, are early steps down the 
road to a performance measurement system that will enable managed 
care plans to continuously improve their quality of care and 
empower consumers to make responsible. Informed choices. 



21 


As an example of this new partnership, HCFA is sponsoring an 
invitational forum to challenge both public and private entities 
to address the need for coordinated monitoring of managed care 
entities and other health care providers, to be held on April 19. 
We have invited stakeholders in this important industry; these 
include representatives of HCFA and the Public Health Service 
(PHS) Involved as payers and regulators of managed care. State 
departments of health, insurance and Medicaid, HMOs, the managed 
care industry trade associations, accrediting organizations, 
employer associations, physician organizations involved in 
quality improvement, and consumers. 

CONCLUSION 

There are many exciting initiatives in the field of measuring 
quality of care in the fee-for-service sector and in managed care 
plans. We know that the activities described here will be 
refined, improved and modified as we work .<-'ith our partners in 
the private sector to advance the state of he art in assessing 
quality of care. This is an exciting endeavor whose main purpose 
is to improve the well-being of beneficiaries through continuous 
quality improvement. This effort, supported by employers, plans, 
providers, and beneficiaries, still has a long way to go. We 
look forward to continued progress in this area, and hope to have 
the Subcommittee's support. 

Finally, I would like to encourage the Subcommittee to support 
continuing the authorization of AHCPR to use Medicare trust fund 
monies for outcomes research. AHCPR 's outcomes research program 
is a critical building block to HCFA's quality measurement and 
control activities. I will defer to Dr. Phil Lee, Assistant 
Secretary for Health at the Department of Health and Human 
Services, for further comments on this matter. 

I would be happy to answer any questions 
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Chairman Thomas. Thank you, Bruce. I would like to have Dr. 
Lee testify before questions. It is my pleasure to welcome Dr. Phil 
Lee, who is the Assistant Secretary for Health, United States 
Department of Health and Human Services, to talk about HHS’ 
effort to ensure quality of health care with some emphasis and ex- 
amination of the AHCPR. 

STATEMENT OF HON. PHILIP R. LEE, M.D., ASSISTANT 

SECRETARY FOR HEALTH, U.S. DEPARTMENT OF HEALTH 

AND HUMAN SERVICES 

Dr. Lee. Mr. Chairman, thank you very much. Members of the 
Subcommittee, it is a pleasure to be here and particularly to be 
here with Dr. Vladeck. I will be discussing the role of the Public 
Health Service and the many important ways in which we collabo- 
rate with HCFA on joint efforts to ensure the quality of health care 
provided Medicare and Medicaid beneficiaries. 

All the agencies of the Public Health Service are involved in 
quality activities of one sort or another. I want to focus this 
discussion on the AHCPR because of our role with the Health Care 
Financing Administration and the specific authorizations provided 
under the leadership of this Committee. 

Health services research, which is the principal mission of the 
AHCPR, begins where biomedical research ends. It focuses on 
questions at two levels, the individuals and the organization and 
financial arrangements through which care is provided to 
populations. The goal is to improve the quality, appropriateness 
and effectiveness of health care services, as well as access to such 
services. 

The agency accomplishes its mission through a broad-based pro- 
gram of health care systems and medical effectiveness research, 
development of clinical practice guidelines, technology assessment 
and quality measurement and improvement activities. Congress 
authorized the AHCPR 5 years ago as the Federal focal point for 
health services research, especially in the area of quality 
improvement. 

Quality measures are even more important in today’s rapidly 
changing health care marketplace with its growing emphasis on 
managed-care delivery systems, accountability and value-based 
purchasing for medical benefits. This is particularly true for 
Medicare, as increasing numbers of beneficiaries are turning to 
managed-care plans for care. 

Consistent with the intent of Section 1142 of the Social Security 
Act, the needs and priorities of the Medicare Program are reflected 
in the AHCPR supported activities. Support under this authoriza- 
tion comes from Medicare trust funds and appropriated funds. The 
agency focuses on what works and what does not work in real 
world health care settings. It does this by systematically document- 
ing current practices and examining their effectiveness, developing 
better measures of quality, and generating information that 
informs decisionmakers at all levels of the system. 

At the individual or patient level, the AHCPR provides valuable 
information to help consumers make informed decisions about 
which treatments are best for them. For the buyers of health care 
such as large corporations, information generated by the agency 
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helps them evaluate which health care plans offer the highest 
quality of care at the lowest cost. 

At the level of the clinician, the agency’s research and guidelines 
help to improve practitioner decisions by providing information 
about effective medical treatment and the outcomes of that 
treatment. For insurers and managed-care plans, the Agency for 
HCPR sponsors research and guidelines to provide a more rational 
basis for decisions about treatments and technologies that are most 
effective and how quality can be achieved. Many important findings 
have emerged from the agency-supported research that illustrate 
the value of the AHCPR’s work to HCFA programs and particularly 
to the Medicare beneficiaries. 

The patient outcomes research teams, or so-called PORTs of 
prostate disease focused on transurethral resection of the prostate. 
Those are called TURPs. It is one of the most common surgical pro- 
cedures paid for by Medicare. The PORT questioned the effective- 
ness of this procedure and noted the frequent occurrence of 
complications, including incontinence and impotence. 

As physicians learned more about these findings and as patients 
learned more about treatment options from their physicians, prac- 
tice patterns began to change. Now, the majority of men who are 
fully informed about the potential outcomes of this surgery elect 
not to have it or to delay it until symptoms become more severe. 

Recently, there has been a 30-percent decline in the number of 
surgeries performed for benign prostatic disease, reflecting the ap- 
plication of this research very broadly through medical practice. 
This decline is associated with significant cost savings, while at the 
same time reflecting more effective care that is consistent with 
patient preference. 

Another area of success involves cataract surgery. Over the last 
3 years, cataract surgery has declined 7 percent due in part to the 
findings of the cataract PORT emd the Agency for Policy and 
Research cataract guidelines. The agency’s studies helped shift 
decisions about cataract surgery to the impact of the cataracts on 
patient functioning and not just on the existence of a cataract. 

The Agency has undertaken another study of potential benefit to 
practitioners. Medicare beneficiaries and the taxpayers in its 
funding of a large trial to determine whether or not routine medi- 
cal tests prior to cataract surgery costing $150 million a year are 
of benefit and are cost-effective. This is a large relatively simple 
trial. 

The agency-supported PORTs have also contributed to the devel- 
opment of HCFA’s cooperative cardiovascular project. The project 
will promote improvements in care by collecting data on patterns 
of care and outcomes for selected cardiovascular conditions and 
provide analyses to hospitads and their medical staffs. 

These examples have significant relevance for the Medicare 
Program If one examines the topics of all AHCPR-supported 
PORTs and clinical practice guidelines, collectively they address 10 
of the 15 most costly diagnosis for which Medicare patients are 
hospitalized. This represents about 80 percent of the amount billed 
by hospitals to the Medicare Program. 

What about the future? I think recent AHCPR initiatives 
underscore areas of future progress. The recent agency initiatives 
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in two areas hold promise for even more progress. First, in the area 
of outcomes research leading to more definitive information on 
medical effectiveness; and second through development and testing 
of clinical quality measures and consumer information to document 
poor versus good quality and to facilitate the continuous improve- 
ment of care overall. Bruce mentioned that in the chart he 
displayed. 

Among the agency’s new projects addressing the senior 
population is a collaborative effort with NIH, the h3q)ertensive lipid 
lowering heart attack trial. This trial will compare several different 
medications for control of hypertension and high cholesterol in an 
effort to improve prevention of heart attacks. 

Another PORT project will focus on the treatment of localized 
breast cancer in elderly women. In an effort to close the loop 
between availability of information about medical effectiveness and 
its application in everyday practice, the AHCPR is developing 
methods for evaluating the performance of health care providers 
and practitioners. This quality measurement and improvement 
initiative involves several activities I would like to highlight. 

The AMRRC, American Medical Review Research Center, is 
developing quality utilization review criteria and performance 
measurement tools based on agency-supported clinical practice 
guidelines for urinary incontinence, acute postoperative pain, and 
benign prostatic hyperplasia. 

This project involves five Medicare PROs in Massachusetts, 
Michigan, Pennsylvania, Alabama and Maryland. Work on acute 
pain guidelines has shown that compliance with the sidelines can 
reduce costs as well as improve quality of care provided Medicare 
patients. 

In another area, PROs are working independently to incorporate 
recommendations from the agency-supported clinical practice 
guidelines into their Medicare review activities. For example, a 
patient complained that an HMO had denied cataract surgery, 
which caused a Florida PRO to initiate a statewide quality 
improvement project. 

As a result of this project, three Medicare HMOs changed their 
surgical criteria to conform with the AHCPR supported guidelines. 
HCFA and the Connecticut PRO are collaborating to incorporate 
practice guidelines into the Medicare quality indicator system. 

Preliminary analysis from chart reviews for pressure ulcers have 
shown significant opportunities for quality improvement. Several 
Agency for Health Care Policy and Research Projects place special 
emphasis on quality using managed-care settings. 

Another area of agency work is in developing accepted criteria for 
evaluating the validity or usefulness of clinical quality measures 
which currently do not adjust for special populations or for levels 
of risk. For example, if a hospital or health plan has a low 
incidence of low birth babies, is that an indication of the organiza- 
tion’s strength in the area of prenatal care or does it mean that it 
does not reach and treat high risk populations? For these reasons, 
the agency has undertaken a joint project to identify and describe 
existing clinical performance measures. 

Let me say a word about improving consumer choice. Today’s 
patients are too often faced with difficult choices and too little 
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information. First, they must decide whether to purchase heatth 
care coverage; second, to make a choice that must rely too often on 
inadequate information. 

The patient and their family is frequently left unable to evaluate 
the quality of the plan or the value of its providers. To assist in 
filling that void, the AHCPR has undertaken an effort to determine 
consumer attitudes about the accessibility, quality and effective- 
ness of the care they receive as well as their satisfaction with that 
care. 

A unique feature of this project is it is being designed to reach 
a variety of consumer groups, including heavy users of health care, 
Medicaid recipients and others who might have difficulty negotiat- 
ing the system. The initial development phase is completed and 
field testing will begin shortly. 

Let me close by noting that the authority for the AHCPR under 
the Social Security Act needs to be renewed. I believe the evidence 
is clear that Medicare beneficiaries have been well served by the 
research and guidelines that the AHCPR has undertaken, but more 
must be done. 

If we are to continue to improve the quality of care for Medicare 
beneficiaries £md other patients, more research is essential. We will 
continue to work closely with HCFA, physicians, hospitals, health 
plans, researchers, and consumers to achieve this objective. We 
look forward to working with the Members of this Committee as 
well as we seek the reauthorization for these provisions for an 
additional 5 years. I would be pleased to join with Bruce in 
answering any questions. 

[The prepared statement follows:] 
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TESTIMONY OF PHIUP R. LEE, M.D. 
ASSISTANT SECRETARY FOR HEALTH 
U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES 


Good morning, Mr. Chairman and Members of the Subcommittee. I 
am very pleaL:ed to have thi» opportunity to speak with you 
today about the role of the Public Health Service (PHS) and the 
many important ways in which ve collaborate with the Health 
Care Financing Administration (HCPA) in joint efforts to assure 
the quality of health care provided to Medicare and Medicaid 
beneficiaries. 

There are four main points I want to leave with you today: 

First, all elements of the Public Health Service are committed 
to improving the quality of care provided to all Americans. In 
many instances improving quality also saves money. 

Second, we need a firmer science base and better tools to learn 
what aspects of health care can be improved and how to 
accomplish that. 

Third, we have a special obligation to consumers — to listen 
to their concerns and help them make better choices about their 
personal health and health care services. 

And finally, we are committed to continuing our collaboration 
with the Health Care Financing Administration in its pursuit of 
high quality care for its beneficiary populations. 


The perspective of the Public Health Service with respect to 
quality assurance and improvement is very broad — taking into 
consideration not only personal health care services and their 
outcomes, but also environmental influences, preventive 
services, and more traditional public health functions. My 
goal of reinventing public health is grounded on three 
strategies: 

1) focusing the personal health care system, making it a 
more active, accountable, and cost’^ef f ective participant 
in achieving health objectives; 

2 ) redefining the public health system to strengthen its 
capacity to deliver population-based health services and 
to foster better collaboration with other sectors involved 
in health; and, 

3) strengthening the capability of all sectors to address 
high priority health problems through support for 
training, research, and information systems. 

In other words, we want to make health matter for all 
participants of the health care system by supporting and 
rewarding them for working individually and together to protect 
and improve the population's health. 

Quality is and must remain a driving force for reinventing 
public health and improving the health care system. This is of 
particular importance to the Medicare program as an increasing 
number of beneficiaries move into managed care plans. 

Many PHS programs and activities directly address quality 
measurement and improvement. For example, the National 
Institutes of Health (NIH) supports basic and clinical 
biomedical and behavioral science research which answers 
questions about what causes diseases and how diseases can be 
prevented and treated. Over the past 2 years, for example, NIH 
has funded research that reduced heart attacks for post 
menopausal women through estrogen replacement therapy. NIH has 
also funded research that has led to advances in the treatment 
of sickle cell anemia, congestive heart failure, and type I 
diabetes mellitus. 
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Mational Practitioner Data Bank 

Another PHS prograa aiaed at iiproving the quality of services 
provided to Medicare beneficiaries is the National Practitioner 
Data Bank. Authorized hy the Health Care Quality Iiiq)roveaent 
Act of 1986, the Data Bank was established to encourage greater 
efforts in professional peer review and to restrict the ability 
of incompetent practitioners to move from State to State 
without discovery of previous substandard professional 
performance or unprofessional conduct. Certain information 
such as malpractice settlements, licensure restrictions, etc., 
is required to be reported to the Data Bank. Hospitals are 
required to regularly query the Data Bank before granting staff 
privileges. 

Community and Mi grant Heal th Centers. 

Many Hediceure beneficiaries are served by Community and Migrant 
Health Centers, another program of the Public Health Service. 
The quality of care is a very i^;>ortant component of the 
Community and Migrant Health Center program. Each center must 
conform to an established set of "Program Expectations", and 
periodically is subjected to an intensive, three-day on-site 
"Primary Care Effectiveness Review" in which clinical 
performance is carefully assessed, with follow-up technical 
assistance rendered trtien needed. In addition, the Community 
and Migrant Health Centers program has developed specific 
"clinical performance measures", including one targeted 
exclusively on geriatric care. 

Substance, Abuse and_Mental Health Services 

SAMHSA assists States, professional organizations and other 
groups in program improvement in the area of alcohol, drug 
abuse, and mental health (AIM) services by bridging the gap 
between researchers and providers. SAMHSA serves as the 
conduit for technology transfer to assist service providers in 
the delivery of safe, appropriate and effective prevention and 
treatment services. In addition, SAMHSA listens to consumers 
and their advocates to iaprove current practices and assess 
their effectiveness. 

SAMHSA '6 National Advisory Council has strongly supported 
efforts around quality assurance and ADM services. The Council 
has passed several resolutions encouraging the development of a 
single set of national quality of care standards for ADM 
services and SAMHSA, with Council support, is now in the 
process of initiating a project designed to develop managed 
care network accreditation and quality assurance standards. 

The many efforts that focus on issues of health outcomes and 
quality cut across HHS agencies. For example, PHS agencies, 
including the National Cancer Institute at NIH, the Centers for 
Disease Control and Prevention, the Pood and Drug 
Administration, the Agency for Health Care Policy and Research, 
and the Office on Women's Health in my immediate office are 
assisting HCFA in its campaign to encourage Medicare enrollees 
to obtain mammograms. This represents the best possible kind 
of cooperation between our two agencies. 


MCPH - Principal PHS pualitT Agency 

Within the Public Health Service, , the Agency for Health Care 
Policy and Research's (AHCPR) primary mission is quality 
measurement and i^rovement. AHCPR focuses on what works and 
what doesn't work in real world health care settings — it has 
as one of its highest goals to assure that Americans can 
receive high quality care (in return for the one trillion 
dollars spent annually on health services]. It does this by 
systemically documenting current practices and examining their 
effectiveness, developing better measures of quality, and 
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generating Information that informs decision-makers at all 
levels of our system. 

At the individual or patient level, AHCPR provides valuable 
information to help consumers make informed decisions about 
which treatments are best for them. For the buyers of health 
care, such as large corporations, information generated by 
AHCPR research helps them evaluate which health care plans 
offer the highest quality care at the lowest cost. 

At the level of the clinician, AHCPR 's research and guidelines 
help to improve practitioner decisions by providing information 
about effective medical treatment. 

For insurers and managed care plans, AHCPR-sponsored research 
and guidelines have enormous potential to provide a more 
rational basis for decisions about which treatments and 
technologies are most effective, and how quality can be 
achieved. Examples include surgical procedures for cataract 
and prostate disease, which I will discuss later. 

AHCPR 's Mandate 

The Congress authorized AHCPR five years ago as the Federal 
focal point for health services research, especially in the 
area of quality improvement. With strong bipartisan support, 
consensus was reached on the need for research and development 
on issues of medical effectiveness and the delivery of health 
services. It further reflected the need to create a single 
focus independent of the programmatic or regulatory needs of 
specific governmental programs. This Subcommittee was a 
participant in that process. 

The Subcommittee recognized the importance of health services 
research and its critical role in forming the knowledge base 
for the development of quality measures and quality improvement 
strategies — the topic of today*s hearing. Quality measures 
are even more important in today’s rapidly changing health care 
marketplace with its growing emphasis on managed care delivery 
systems, accountability, and value-based purchasing for medical 
benefits. 

Health services research begins where biomedical research ends. 
It focuses on questions at two levels: the individual; and the 
organizational and financial arrangements through which care is 
provided to populations. The goal is to improve the quality, 
appropriateness, and effectiveness of health care seirvices, as 
well as access to such services. 

AHCPR accomplishes its mission through a broad-based program of 
health care systems and medical effectiveness research, 
development of clinical practice guidelines, technology 
assessments, and quality measurement and improvement 
activities. 

Consistent with the Intent of section 1142 of the Social 
Security Act, the needs and priorities of the Medicare program 
are reflected in AHCPR-supported guidelines and other research 
activities. Support under this authorization comes from both 
Medicare trust funds and appropriated money. 

ContrlbutloDS of AHCPR 

Many important findings have emerged from AHCPR-supported 
research over the last 5 years that illustrate the value of 
AHCPR *5 work to HCFA programs and the health care system in 
general. 

For example, under direction of John Wennberg at Dartmouth 
College, AHCPR’ s Patient Outcomes Research Team (PORT) on 
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prostate disease focused on transurethral resections of the 
prostate (TURPs) , one of the most common surgical procedures 
paid for by Medicare. The PORT questioned the effectiveness of 
this procedure and noted the frequent occurrence of 
complications, including incontinence and impotence. As 
physicians learned more about these findings, and as patients 
learned more about treatment options, practice patterns began 
to change. Now, the majority of men who are fully informed 
about the potential outcomes of this surgery elect not to have 
it. Recently, and despite the increased number of Medicare 
beneficiaries who would be candidates, there has been a 
significant decline in the number of surgeries performed for 
benign prostatic disease. More specifically, over the past 3 
years, the nvimber of TURPs has declined by over 30 percent. 

This decline is associated with significant cost savings, while 
at the same time reflecting more effective care that is 
consistent with patient preferences. 

Cataract surgery has been the most commonly performed surgical 
procedure covered by Medicare, accounting for over $3 billion 
in 1991. Its use has declined 7 percent over the last 3 years, 
due in part to the findings of the cataract PORT and AHCPR's 
cataract guideline. AHCPR's studies helped shift decisions 
about cataract surgery to the impact of the cataract on 
patients' functioning, and not just on the existence of a 
cataract. The PORT developed a new tool for assessing the 
impact of cataracts on a person's vision and ability to perform 
usual activities. The measure (the "VF-14'') has been widely 
accepted by ophthalmologists as an indicator of whether or not 
a particular patient will benefit from having a cataract 
removed. 

The cataract PORT documented marked variation in the extent of 
preoperative medical laboratory tests ordered for cataract 
patients, physicians' reasons for ordering them, and much 
uncertainty about their clinical utility and cost 
effectiveness. Nonetheless, routine performance of medical 
laboratory testing prior to cataract surgery accounts for 
annual costa of approximately $150 million. 

These findings lead to the funding of a "large, simple trial," 
in which 20,000 cataract surgery patients will be randomized to 
receive or not receive a routine battery of preoperative 
laboratory tests. Analyses will determine the health benefits 
and cost-effectiveness of routine laboratory testing for 
cataract surgery. 

AHCPR- supported PORTS have also contributed to the development 
of HCFA's Cooperative Cardiovascular Project (CCP) that Bruce 
Vladek mentioned earlier. The CCP will collect data on 
patterns of care and outcomes for selected cardiovascular 
conditions and provide analyses, based on these data, to 
hospitals and their medical staffs to promote improvements in 
care. Investigators from AHCPR's PORTS on ischemic heart 
disease and acute myocardial infarction (AMI) assisted HCFA in 
designing the project and will provide special support in data 
collection, analysis, and dissemination strategies. 

In addition, a separate grant supported by AHCPR will validate 
national guidelines for AMI patients for angiography, coronary 
artery bypass graft (CABG), and percutaneous transluminal 
angioplasty (PTCA) . Acute myocardial infarction is the leading 
cause of dea*^ in the U.S. In 1993, approximately 600,000 
Americans were hospitalized for it at a cost of tens of 
billions of dollars in additional health care costs and lost 
productivity. In cooperation with HCFA and the CCP, the 
project will examine the multiple factors associated with 
processes of care, their relationship to guidelines, and 
subsequent patient outcomes. Guidelines created from a cost- 
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effectiveness perspective will be compared with those created 
primarily from a clinical perspective. 

All three of the examples of PORT research I've presented have 
special relevance for the Medicare program. If one examines 
the topics of all AMCPR-supported PORTs and clinical practice 
guidelines, collectively they address 10 of the 15 most costly 
diagnoses for which Medicare patients are hospitalized, 
representing about 80 percent of the amount billed by hospitals 
to the Medicare program. Similarly, these efforts address 9 of 
the 15 most costly diagnoses for which Medicaid patients are 
hospitalized, representing about 70 percent of the amount 
billed to the Medicaid program. 

Ongoing and Planned XHCPR Initiatives 

Clearly, much has been learned from AHCPR's initial 5 years 
working toward improved quality of care provided to all 
Americans and enhanced ability of consumers and purchasers, 
including HCFA, to monitor performance and select among 
competing health care plans and providers. Recent AHCPR 
initiatives in two areas hold promise for even more progress: 
first, in the area of outcomes research leading to more 
definitive information on medical effectiveness; and second, 
through the development and testing of clinical quality 
measures and consumer Information to document poor vs. good 
quality and to facilitate the continuous improvement of care 
overall. 

Among AHCPR's new projects addressing the senior population is 
a collaborative effort with NIH to support a large clinical 
trial, known as the ALLHAT Study (Antihypertensive, Lipid 
Lowering, Heart Attack Trial). This trial will compare several 
different medications for control of hypertension and high 
cholesterol; the goal is improved prevention of heart attacks. 
Patients will be enrolled from over 200 community-'based 
practices and clinics, including primary care practice 
networks. The minimum age for enrollment is 60, and at least 
50 percent of enrolled patients will be African American. The 
NIH portion of the study will assess side effects of 
medications and estimate patient compliance. To broaden the 
range of outcomes examined, the AHCPR is supporting a companion 
study to examine the quality of life associated with the 
various medications and their cost-effectiveness. 

A new PORT project focuses on the treatment of localized breast 
cancer in elderly women. In 1990 an NIH Consensus Panel 
recommended that breast conserving surgery (BCS) accompanied by 
lymph node dissection and radiation therapy should be the 
preferred treatment for most cases of localized breast cancer. 
Despite these recommendations, the use of breast conserving 
therapy in women aged 65 and older varies considerably. This 
project will examine treatment choice, short and intermediate- 
term outcomes, and cost-effectiveness of three alternative 
treatments for localized breast cancer in the elderly. 
Recommendations will be develop>ed regarding the appropriateness 
of observed patterns of treatment, taking account of 
circumstances that may differ with patients' age, initial 
health, and access to different types of providers. 

Another new AHCPR initiative will help to close the loop 
between the availability of information about medical 
effectiveness and its application in everyday practice. One 
part of this initiative involves the development of valid and 
useable measures of the quality of care — in essence, 
translating the conclusions from outcomes research, clinical 
practice guidelines, and technology assessments into quality 
measures that are easy to apply and understandable by both 
health professionals and consumers. Another part of this 
initiative involves the development of sound and credible 
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methods for evaluating and improving the performance of health 
care providers and practitioners. The existence of quality 
measures and information about levels of quality is of limited 
value unless it is coupled with strategies for quality 
Inprovement. Let me share with you just a few of the 
activities that are already part of this quality measurement 
and improvement initiative. 

The American Medical Review Research Center is developing 
quality and utilization review criteria and performance 
measurement tools based on three AHCPR-supported clinical 
practice guidelines (for urinary incontinence, acute 
postoperative pain, and benign prostatic hyperplasia or BPH) . 
The project utilizes five Medicare Peer Review Organizations 
(PROS from Massachusetts, Michigan, Pennsylvania, Alabama, and 
Maryland) to develop and test the criteria. The PROs also play 
an integral role in developing, implementing and evaluating 
alternative educational outreach strategies based on the BPH 
guideline. 

The project has tested these quality measurement tools with a 
random sample of medical records of Medicare patients and 
successfully targeted a number of opportunities for quality 
improvement. Although the acute pain guideline recommends the 
development of a preoperative pain management plan in 
collaboration with the patient, only 7.5 percent of the cases 
examined met that recommendation. Similarly, the guideline 
calls for the use of a scaled pain assessment instrument, which 
was found for only 34 percent of the cases. Yet, length of 
stay was significantly lower among patients whose care complied 
with these two guideline recommendations. Thus, complying with 
the guideline can reduce costs, as well as improve quality. 

A number of PROs are working independently to incorporate 
recommendations from AHCPR-supported clinical practice 
guidelines into their Medicare review activities. For example, 
a beneficiary complaint that an HMO had denied cataract surgery 
caused the Florida PRO to initiate a statewide quality 
Improvement project. As a result of this project, three 
Medicare HHOs changed their criteria for surgery to be less 
restrictive and to conform with the AHCPR guidelines. 

HCFA and the Connecticut PRO have collaborated in the first 
effort to incorporate practice guidelines into the Medicare 
Quality Indicator System (HQIS) . Preliminary analysis from 
chart reviews for pressure ulcers, following the AHCPR 
guideline, showed significant opportunities for quality 
improvement. These findings will become the focus of 
subsequent review and quality improvement interventions. 

Several projects place special emphasis on quality issues in 
managed care settings. For example, two grants will use 
continuous quality improvement and other techniques to 
implement and evaluate the effects of guidelines on 
hypertension and depression in HMDs — the Group Health 
Cooperative of Puget Sound and the Kaiser Foundation Hospitals. 
Another project will test the use of careMaps administered by 
nurse managers in a hospital -based managed care system. The 
intent is to increase efficiency without decreasing 
effectiveness or patient satisfaction. 

The Patient Reports on System Performance (PROSPER) is a 
measurement tool based on objective information, reported by 
patients, that can be used to assess the technical quality of 
services provided, emphasizing access, coordination, and 
continuity of care. Under the leadership of Dr. Heather 
Palmer, from whom you will hear later, it was designed for 
demonstration in multi-site HHOs and permits comparison of 
performance rates across time and sites. 
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We believe these projects are of special importance, given the 
rapid changes occurring throughout the health care. system, the 
increasing enrollment in managed care and its associated 
incentives, and the difficulty experienced by many managed care 
organizations in generating the information needed for quality 
measurement and improvement. 

Until now, there has been no single source of information 
available on clinical quality measures, nor have there been any 
generally accepted criteria for evaluating the validity or 
usefulness of the various measures. In addition, many measures 
do not adjust for special populations or for level of risks. 

For example, if a hospital or a health plan has a low incidence 
of low'blrthweight babies, is that an indication of that 
organization's strength in the area of prenatal care? Or does 
it mean that it does not reach and treat high-risk populations? 

For these reasons, AHCPR has undertaken a joint project to 
identify and describe existing clinical performance measures. 
Conducted by the Center for Health Policy studies of Columbia, 
Maryland, and the center for Quality of care Research and 
Education at the Harvard School of Public Health, the project 
is really a two-step process. The first step, which is 
completed, is to take what essentially is a snapshot that will 
tell us what measures exist and are in use — and to provide 
structure for this information, organizing it according to 
performance measurement sets, clinical conditions, and relevant 
populations. To date, over 1200 individual measures have been 
identified. Analysis of these measures reveals that those 
developed under governmental auspices have been more rigorously 
tested for validity and reliability than those developed by the 
private sector. 

The next step for AHCPR will be to expand, verify, and refine 
this classification scheme. Ultimately, this effort has the 
potential to provide the foundation for an ongoing national 
resource of validated quality measures, which in turn will 
assist in quality measurement and improvement and lead to 
better health care. Many organizations could benefit from such 
a resource, including HCFA, the National committee for Quality 
Assurance (from whom you will hear later), and various other 
public and private sector purchasers and providers. This 
provides an ideal opportunity for a public-private partnerships 
which we are currently exploring. 


iBPjQyAflg goflevunfE. ghaisa 

Finally, let me turn to consumers. Today's consumers are too 
often faced with difficult choices and too little information. 
First, they must decide whether to purchase health care 
coverage. Second, to make a choice, they must rely too often 
on inadequate information. The consumer is frequently left 
unable to evaluate the quality of the plan or the value it 
provides. 

To assist in filling that void, AHCPR has undertaken, with the 
help of the Research Triangle Institute, an effort to inventory 
existing questionnaires that gather information about consumers 
experiences with the health care system. The objective is to 
produce a set of standard questions for assessing consumer 
attitudes about the accessibility, quality, and effectiveness 
of the care they receive, as well as their satisfaction with 
that care. A unique feature of this project is that it is 
being designed to reach a variety of consxuDer groups — 
including heavy users of health care, Medicaid recipients, and 
others who might have difficulty negotiating the system. 
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The initial developmental phase of this project is complete. 

On March 10, we announced a solicitation for the next phase, 
which involves further field testing and evaluation of model 
questions in a variety of settings. The intent is to try out 
the questions in real situations where people are making 
decisions about their health and health care and to 
systematically examine the results. We will also make the 
survey available to organizations who want to begin using the 
model questionnaire more immediately while the formal 
evaluation is completed. Both these efforts have involved the 
private and public health care sectors, in hopes of furthering 
consensus on what might become an acceptable industry standard. 


conclusion 

Let me summarize by reiterating four main points. First, all 
elements of the Public Health Service are committed to 
improving the quality of care provided to all Americans. Given 
the rapid changes that are occurring through the entire health 
care system, we have a special commitment to assure access to 
and quality of care for vulnerable populations, including the 
elderly and low income groups. We have already demonstrated 
that in many instances lowering health care costs can be 
accomplished while improving quality. 

Second, we need a stronger science base and better tools to 
learn what aspects of personal health care can be improved and 
how to do it. Just providing more and better information is 
not the answer. We also need to strive for real world behavior 
change. Only when that occurs will we see improvements in 
quality and cost savings. 

Third, we have an important obligation to communicate with 
consximers, to better understand their needs, and to help them 
make more educated choices about their health and health care 
services. 

Finally, we are committed to working with the Health Care 
Financing Administration in its pursuit of high quality care 
for its beneficiary populations. We have been collaborating 
along many fronts, as I hope my comments have illustrated. And 
we anticipate many more opportunities for future collaboration. 

I can't conclude without noting that the authority for the 
AHCPR under the Social Security Act needs to be renewed. I 
believe Medicare beneficiaries, as a special segment of the 
population, have been well served by the research and 
guidelines that AHCPR has undertaken. I look forward to 
working with you to accomplish a timely reauthorization of 
these provisions for another 5 years. 


1 would be happy to answer any questions you may have. 
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Chairman THOMAS. I thank both of you very much. In accordance 
with the Chairman of the Full Committee’s procedure for 
recognizing Members for questioning witnesses present at the time 
the meeting began, we will begin with the gentleman from Nevada, 
Mr. Ensign. 

Mr. Ensign. Thank you, Mr. Chairman. I want to applaud your 
efforts, both agencies, on trying to get a handle on what we are 
doing to try to improve the overall quality of what not only the 
private sector is doing, but what your agencies are doing as well. 

To that end, you put up the bell curve and, obviously, the goal 
is to shift that to the right. At this point, what kind of evidence 
do you have that you are shifting the bell curve to the right and, 
also, have you done a cost benefit analysis of the amount of money 
that your agency has expended compared to the benefits that we 
are getting in shafting that to the right? 

Mr. Vladeck. I can answer your second question quite easily by 
saying, no, not at this point, partially because of the time cycles 
involved. If you are going to measure any lasting benefit, you need 
to give it a little longer. Partially because it is a complicated thing 
to do, since we are talking about a large program with many indi- 
vidual projects in it. We have a contract with the Institute of 
Medicine to examine the overall efficacy of the revised PRO 
program, but we do not want to get to the game of picking advan- 
tageous anecdotes out of this broad range of projects and say this 
one saved x amount of dollars until we have an agreement with an 
independent body on what a fair, overall evaluative process would 
be. 

We can point to successes in a number of instances relative to 
shifting the curve. Again, I think it is fair to say that it takes a 
while to aggregate those into national numbers or national 
tendencies. In the instance I cited in one State, we can tell you that 
the rate of inappropriate right heart catheterizations in 20 
hospitals in that State went down about 50 percent. We could also 
put a savings amount on that although that would not be a fair 
cost-benefit analysis until you had more data. We can provide some 
of those anecdotes about shifting the curve. Have they added up to 
an aggregate effect? That would be a leap that we are not yet 
prepared to make. 

Mr. Ensign. That actually was the purpose for my question, 
because the anecdotes that you bring in suggest the system is 
working great, but if you are spending a lot more money to get a 
few of those anecdotes, that should be considered. On paper this 
sounds great and I applaud the efforts of what we are doing here 
and want to see it continue, but also to follow up with that, what 
you are trying to do is measure the private sector. How are you 
measuring your own success? 

Mr. Vladeck. I think over time, particularly as we look at some 
of the standards of criteria we are seeking to use nationally, we can 
better measure success. Just to give some simple examples, we will 
be looking over the next few months at the proportion of 
beneficiaries who had flu shots during flu season last year. 

A lot of PROs put a lot of efforts into outreach to get people to 
get their flew shots. We have pretty good historical data. We will 
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see if there is an increase in the number of persons who got the 
shots. We will have that sort of evaluation. 

On our national cardiovascular project, we should have data by 
the end of this year on the extent to which physicians throughout 
the country are meeting the three simple sets of guidelines for 
optimal care of heart attack patients that we are communicating 
nationally and working with hospitals about. 

We will have measures of national outcome for that one particu- 
lar, although very high-volume, condition by the end of the year as 
to whether there has been any aggregate change in the behavior 
of physicians in an area in which there is a lot of professional 
agreement that if there is change in that direction people will be 
better off. Just putting a dollar on that is tricky. 

Dr. Lee. If you look at some of the areas like the cataract 
surgery, those reductions are not just related to a few outliners 
changing their practice. That is related to a change in the practice 
of many ophthalmologists. We look at the transurethral prostatic 
surgery. That is not just an outliner phenomenon. 

Guidelines on pressure ulcers, we see a number of areas where 
we believe that we are shifting the curve because the focus has 
moved completely away from the outlier targeting the individual 
practitioner and moving to improve both within the hospital and in 
the ambulatory setting of the whole system. 

The results, we feel, from these just focused practice guidelines 
that have developed following the PORTs, and this has all come in 
the last 5 years since the agency was created, and it developed a 
more focused approach on outcomes research — I think it is very 
encouraging and although we do not want to make estimates of 
cost savings, one guideline alone on low back pain where the 
expenditures are estimated to be around $20 billion a year, we be- 
lieve that we will see very significant savings, one, in the reduction 
of diagnostic procedures that have proven to be ineffective and in 
some surgical procedures that have been widely used that have 
been found in the acute low back situation not to be an appropriate 
approach. 

We will be following that over the coming years to determine the 
level of savings that are achieved, but the quality of care for the 
individuals is the other significant factor in that. 

Chairman Thomas. The gentleman’s time has expired. Mr. Stark 
will inquire. 

Mr. Stark. Thank you, Mr. Chairman. 

Regarding this issue of reliable quality measures, I presume that 
that applies presumably to managed care under the indemnity 
program. I presume that there really is, other than the possibility 
of outcomes research overutilization and that sort of thing, not 
much more you can do. How long do you think it would take 
whether it is government or the private sector or university 
research to develop a reliable quality measure, and I guess that 
would — that would not mean that it would result in a report card 
that the average senior could use to their advantage to pick or 
choose — how is that going to take us or is it available now? 

Mr. Vladeck. I do not think the kind of report card on which I 
would suggest any consumer reliance is there now. Like all good 
report cards there is a lot of consensus that the ones we develop 
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for managed-care plans need to have a number of subjects and be 
multidimensional and we are further along on some of the meas- 
ures on which we can grade plans than on others. 

For example, we have a lot of data, although not a lot of 
standardization, on customer satisfaction surveys. AHCPR is work- 
ing on a project to help develop standard norms of customer satis- 
faction surveys so that there can be some reliance on the objectivity 
of the information. That is within a year or 18 months, perhaps. 

We have been developing standards on how quickly people get 
appointments, how quickly they get seen, how quickly the phones 
get answered. That is not a long-term project. On some of the other 
measures of how well the plan takes care of diabetes patients, or 
how well the plan appropriately refers people for home care, for 
example, we are further away from having the criteria by which we 
could issue grades. I think we are talking about some number of 
years, not decades in that regard, but I would be reluctant to say 
it is 4 years rather than 3, or 3 years rather than 5. It will take 
us within that range of years. 

Dr. Lee. It also depends on what kind of investment we make 
in doing that and developing the encounter-based systems within 
managed care. In the absence of those, it will be very difficult and 
slow in coming. 

Mr. Stark. Doctor, isn’t there a major difference between 
applying the standards you could apply to magazine subscriptions, 
how fast you answer the phone, how long you wait, that doesn’t 
have a lot to do with the kind of treatment you are going to get. 

If you wait an extra half hour, you may be mad, but if they cut 
off the wrong leg you will be a lot madder. It seems to me that 
reviewing how patients are treated, particularly those that live, is 
one very complex issue as opposed to just how quick the bills go 
out and whether they spell your name right, whether people are 
friendly or the rest rooms are clean — those same things could apply 
to movie theaters in the mall. 

The real question is how do you study whether the person was 
treated properly or referred to the right specialist? Will that take 
longer? Are not the only standards we have now that are helpful 
to the seniors, is the 50/50 rule and their ability to leave, to go 
back into Medicare if the plan goes broke, or it turns out to be a 
bunch of high binders, they can go back into the fee-for-service. Is 
that the only protection seniors have today? 

Mr. Vladeck. I think it is an important protection, as I 
suggested in my testimony, although it is not invoked often 
enough. The PROs do have authority to respond to complaints and 
investigate individual instances of inadequate care and to review at 
the second level appeals for inadequate care and they do that. 

In addition, we in the past, in previous administrations, did not 
adequately carry out our responsibilities for systematic reviews of 
the performance of managed-care contractors in the Medicare 
Program and we have a number of such reviews underway and are 
identifying major areas of deficiency that need correction. 

I do think the ability to disenroll essentially on a month-by- 
month basis is an important consumer protection, perhaps regard- 
less of the amount of information the consumer had before choosing 
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to enroll in the plan, and certainly not one that at the current state 
of information we would suggest doing away with. 

Dr. Lee. We are also working with the private sector to improve 
the consumer surveys, and to get better outcome studies. You also 
have to do medical record reviews in these situations until you 
have a better encounter-based system, but there is a fair amount 
of research that has been done and I think if we give it adequate 
support, we can within a relatively few years give the elderly and 
others who choose a managed-care plan more assurance. 

Gail Warden will be here later, who may be able to amplify on 
that issue as well. 

Chairman Thomas. The gentleman’s time has expired. 

Mr. Crane will inquire. 

Mr. Crane. Mr. '^adeck, did I understand you to say that you 
have a study in progress right now at HCFA to compare managed- 
care plans’ performance with fee-for- service? 

Mr. Vladeck. No, sir. If I misspoke, I apologize. We are trying 
to use the same performance measures that we are developing for 
managed-care plans for performance of the fee-for-service sector as 
well so that within a period of several years we will have one set 
of expectations, one set of performance standards, one set of 
criteria, but we are not doing that yet. 

Mr. Crane. Is that the target date of 4 years that you referred 
to? 

Mr. Vladeck. Target date implies more precision than I am 
prepared to give. That is the rough range of the amount of time 
by which we think we will be able to have standards that can be 
applied fairly to both the fee-for-service and the managed-care 
sectors, yes. 

Mr. Crane. Very good. Thank you. 

Chairman 'Thomas. Mr. Christensen? 

Mr. McDermott? 

Mr. McDermott. Thank you, Mr. Chairman. I understand that 
Mr. Kasich is planning to wipe out the quality review part of your 
operation. Dr. Lee, and I wonder; if that is wiped out, what 
protection will there be for senior citizens? 

Dr. Lee. I do not see that it will be done anywhere else either 
in the private or the public sector. Because the benefits of this type 
of research obviously benefit all patients. Medicare patients 
particularly because of the focus that we have had, but in the ab- 
sence of that in terms of benefits both in terms of quality, learning 
about costs and then producing a more cost-effective system. Pri- 
vate plans individually do not have the resources to make the kind 
of investment that we can by investing collectively through the 
AHCPR to then benefit both fee-for-service plans, managed-care 
plans, hospitals, practitioners, consumers — we just do not have in 
the private sector — within a competitive system, we would not be 
generating this type of research any more than we would be able 
to generate support for basic biomedical research. 

Mr. McDermott. What you are saying is that without this agen- 
cy there will be no coordination of quality of care in this country 
between plans or between operations? 

Dr. Lee. The private sector is doing a lot of coordination, but in 
terms of generating the knowledge that we need which we can then 
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apply in these various settings that would not be done. There are 
not sufficient resources within the individual health plans to do 
that. 

Mr. McDermott. The PRO can enforce its standards in Medicare 
situations; is that correct? 

Mr. Vladeck. That is correct. 

Mr. McDermott. The PRO cannot enforce their standards in the 
private sector. 

Mr. Vladeck. That is also correct. 

Mr. McDermott. I picked up yesterday’s paper — I was reading 
a long story in the “New York Times” about Milliman-Roberts, a 
Seattle firm that put out a cookbook about how to run the most 
efficient HMO. Milliman and Roberts advises in cataract surgery; 
do one eye, do not do both eyes, because if the patient does not 
have a job that requires two eyes, you can get by with doing one 
eye. That is the way to save money in an HMO. 

How do you put together — ^they said they have sold 6,000 copies 
of this cookbook to various insurance companies — how do you put 
together your quality assessment with the fact that Milliman and 
Roberts is being followed like Julia Childs’ book throughout the 
entire insurance industry? How do you measure the quality when 
that is what is going on? 

It seems to me things are going to two different directions, one 
to save money and another where you are trying to judge quality. 
Have you seen the book? 

Mr. Vladeck. I saw the newspaper story and am sending away 
for a copy of the book. I think the issue is that we seek to develop 
standards of appropriate care, or of high quality care, on the basis 
of the best professional judgments we can get, informed by the 
most systematic data we can get, without in particular instances 
reference to whether that is going to save money in the short term 
or not, because of our sort of simple faith that in the long term 
better care is better economics. To take an area in which we want- 
ed to develop guidelines while the work of AHCPR was still in 
progress, we sat down with the American College of Cardiology and 
other groups of physician and nursing experts on the management 
of cardiac disease indicators for our cardiovascular project having 
to do with the use of high-tech medicine such as putting patients 
on an aspirin regimen if it is not contradicted by coagulation prob- 
lems. We ran a process in which we tried to get a high degree of 
professional consensus to have the physicians look at the data in 
the literature on what was efficacious and what wasn’t — Medicare 
doesn’t pay for outpatient aspirin. We do pay for inpatient aspirin. 
We do not care in that regard. 

The fact is that those patients ought to be on aspirin therapy if 
they do not have bleeding disorders. That was not a doctor working 
for an actuarial firm setting standards. There was a very high level 
of professional consensus among leaders in the profession. 

Mr. McDermott. The bottom line question is if you have a 
standard and Milliman and Roberts has recommended something 
to Kaiser Permanente, who wins in terms of the care of a senior 
citizen? 

Mr. Vladeck. What I think the way in which the system will 
evolve is that the medical staff or the members of that Permanente 
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group will be asked to go through a process of evaluating our 
guidelines and Milliman and Roberts’ guidelines and everyone 
else’s and create a record to show that they, as appropriately 
credentialed physicians, came to their own conclusions with their 
patients about what the right norm was. That is the direction in 
which we are headed. 

Dr. Lee. Their guideline does not follow the clinical practice 
guidelines of the panel chaired by an ophthalmologist at the 
University of Vanderbilt. A million copies of this guideline have 
been circulated to the profession through a variety of channels and 
I would hope when you have this kind of an evaluation, it would 
beat out that kind of so-called cost-effective recommendation with 
physicians. 

I cannot believe that they would adopt a recommendation like 
that in the face of this highly professional document, carefully 
analyzed review of the literature which does not recommend one 
eye at a time. 

Chairman Thomas. The gentleman’s time has expired. 

This obviously is an area that we are going to continue to 
investigate because no one wants cookbook medicine. Obviously, 
you don’t have an infinite number of choices which give you a posi- 
tive quality cost ratio. 

Our first concern is to get a structure in place and then not to 
lock it in rigidly. Problems do not go away; they just change. 

The gentleman from Texas. 

Mr. Johnson. I wonder, when you develop guidelines, how is the 
Federal Government involved in this directly and why can’t our 
universities and medical schools figure it out instead of Uncle Sam 
telling them — 

Dr. Lee. We only provide funding to support the process. These 
where not Federal guidelines. They are guidelines with support of 
the agency but done in the private sector. 

Mr. Johnson. Why can’t the private sector do it? 

Dr. Lee. There are a number of guidelines developed by various 
professional organizations. Many of the subspecialties develop 
guidelines, and those are in v/ide use. It was felt, and I think it 
is the evidence to date suggesting the popularity of this approach, 
which is a multidisciplinary approach. It isn’t just the ophthalmol- 
ogist looking at the cataract. It is family practitioners and that 
multidisciplinary part, I think, has been one of the benefits of this 
federally supported effort. It is a private activity, with a very 
modest amount of Federal dollars supporting the efforts. 

Mr. Johnson. I have watched HCFA in action and it seems to 
me that you guys are more interested in administrative standards, 
is the I dotted and the T crossed, rather than the quality of 
medicine, per se. 

Mr. Vladeck. I am familiar with the general perception, sir, but 
I need to talk about specific examples. It is precisely to try to move 
away from that kind of specification of great detail about 
expectations about performance, that we are doing with the PRO 
program. We are not going to have a HCFA guideline or a nation- 
ally established guideline for management of heart attack patients. 
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We are going to communicate through a variety of mechanisms 
to hospital medical staffs and HMOs some reported consensus of 
health professionals about the treatment of those resources. 

Mr. Johnson. So, you are not going to have a national health 
standard, per se? 

Mr. Vladeck. No. 

Mr. Johnson. That is great, but who is going to determine who 
makes the decision of who is right and who is wrong and how are 
you going to control HMOs in that regard? 

Mr. Vladeck. The determination, in most instances, because 
there are clear-cut cases if a patient requires an amputation of the 
left foot and you amputate the right foot — 

Mr. Johnson. No, but we read about that happening. 

Mr. Vladeck. In most cases the appropriate person to judge the 
appropriate treatment of a patient, whether in a fee-for-service or 
a managed-care plan, at the point of service, is the individual 
practitioner taking care of that patient. What we want to expect 
and require is that that practitioner is working in an environment 
where he has available to him or her data about his pattern of 
practice compared to that of his or her peers, elsewhere in the 
community and elsewhere in the State, where he has data about 
how that pattern looks compared to some professionally accepted 
norms. We have a high degree of confidence that giving folks that 
kind of information is the best way to improve the average quality 
of care being provided. 

Mr. Johnson. The government is an information supplier, 
period? 

Mr. Vladeck. Also, we are a requirer that people engage in 
quality improvement activities. We are just not going to define 
what an appropriate or correct level of quality is. 

Dr. Lee. Supporting the research, look at Jack Wemberg’s work 
on prostate enlargement. That went on over a number of years. 
Then we had the PORT that reviewed all the literature and then 
we developed the practice guideline. It is clear that practitioners all 
over the country are using that without a national standard saying 
this is what you have to do. 

Mr. Johnson. Thank you. 

Chairman Thomas. The gentlewoman from Connecticut, Mrs. 
Johnson. 

Mrs. Johnson. It has been very helpful to hear you talk about 
the Department’s involvement in the development of your ability 
and our ability as a Nation to oversee quality in health care and 
to develop a better way of monitoring health actions and evaluating 
their impact on health. 

I was particularly interested in your comments in regard to the 
relationship between the work that you are doing and funding and 
involved in and the work the private sector is involved in because 
there isn’t a managed-care company that isn’t as concerned as we 
are about what kind of quality these integrated systems of care are 
actually delivering. 

It was interesting to hear about the information forum that you 
are going to hold next month. Could you elaborate a little bit more 
on the kind of things that the private sector is doing in terms of 
developing their ability to determine whether integrated systems of 



41 


care are delivering quality of care and the kinds of things you are 
doing? 

Are you pursuing different or similar lines? Are you overlapping? 
Are you in different directions? In the course of that, the impres- 
sion I am getting from the real world is that private sector care 
systems are developing a far greater ability to allow physician 
involvement and to honor physician decision. They are not doing 
the kind of thing they were doing 5 years ago where someone on 
the telephone told them whether or not they could provide x kind 
of care. 

It is a much more developed and sophisticated system that 
allows a lot more physician involvement, both in guideline develop- 
ment and in care decisions. Just in looking at what you are doing 
versus what the private sector is doing, since a lot of what you are 
doing is governing physicians and fee-for- service structures, what 
is comparable, what is different, how you have to proceed since you 
are governing a fee-for-service system in a way that is different 
than the private sector is proceeding because they are looking at 
systems of care — I am interested in greater depth on the public-pri- 
vate comparison. 

Mr. Vladeck. We spend a lot of time talking to private sector 
buyers and to both managed-care plans and institutions in the fee- 
for-service sector about what is going on in the private market as 
well as about what we are doing. I think there is a considerable 
amount of convergence, in that while it is true that in some ways 
we are a little bit behind some of the private sector buyers in the 
monitoring of managed care performance, on the other hand, we 
have certain advantages in performing those functions that they do 
not. 

Many of them expressed to us considerable frustration and 
concern about the availability of data, for example, for managed 
care plans. We have substantially more authority to collect the 
data than they do and a large enough piece of the action, in most 
instances, to have a statistically reliable look at certain things. 

I think in several areas there is considerable convergence, 
certainly around some of the objective measures that tend to get 
talked about in terms of report cards. We are working with the 
National Committee on Quality Assurance and their HEDIS report 
card in both the Medicare and Medicaid setting and moving toward 
convergence in that regard. 

In the development of indicators in preventive services, we work 
closely with the managed-care industry. In terms of patient 
satisfaction measures developed primarily through AHCPR, we are 
working very closely with the larger buyers. We are ahead of the 
private sector in terms of development of particular quality indica- 
tors and there, again, frankly, we are increasingly drawing on our 
experience and knowledge from the fee-for-service sector to develop 
indicators that we can then test and see if they are applicable and 
appropriate in managed care and I think the private sector is 
watching some of that activity with great interest. 

Dr. Lee. All the agencies are now involved with managed-care 
health plans in one way or another; the Centers for Disease 
Control, for example, in prevention. We are holding a series of 
working meetings with representatives of managed-care plans and 
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the Office of Health Promotion and Disease Prevention is working 
with about 20 medical directors of HMOs to put prevention into 
practice. 

In some cases, they use the HEDIS guidelines. In other cases, 
they take putting prevention into practice documents and apply 
those in different settings. There are multiple examples and we 
would be glad to provide for the record the collaborations that are 
now going on between managed-care plans and local health depart- 
ments, for example, to improve the health of the populations in 
those areas, Milwaukee and Seattle, and a number of other areas, 
and we have cooperation with the AHCPR and the GHAA. 

We have a research conference coming up. They are working 
with Kaiser Permanente on the implementation of guidelines. 

Mrs. Johnson. I appreciate that. I hope that there is the same 
kind of intensive relationship with managed-care plans, because I 
think you are right, Mr. Vladeck, that the government does have 
a position that enables us to drive the data collection decisions of 
the entire public and private system. If we make the right 
decisions in terms of data collection, we will have a better system 
in the future for everybody, public and private. 

If we make the wrong decision, then the private sector will go a 
different way and everybody will be stuck collecting two sets of 
data, which has been a common problem in the past decade. 

I want to be sure as we move forward on this and I am pleased 
with your testimony. You are clearly doing what our experience in 
this area would lead us to do, that in the end we come out with 
pretty much a single data collection system. It is what has slowed 
down simplification in a lot of areas. 

If you could get back to me on any work that you have done in 
the area of prescription drugs. Some years ago HCFA funded a 
study that discovered that a lot of senior hospitalizations were the 
direct result of too many medications and too many physicians 
involved and nobody minding this person’s medication shop and we 
developed very good data about how to prevent hospitalization 
through better management of prescription drugs. To my knowl- 
edge, A, I can’t find it, B, I don’t know that anything ever came 
of it policy-wise. 

Mr. Vladeck. We will get back to you with the information. 

[The information was not received at the time of printing:] 

Chairman THOMAS. Mr. Cardin. 

Mr. Cardin. Let me thank both of our witnesses for their 
testimony today and for their work in trying to improve the quality 
of health care that all of our people enjoy. 

One of the difficulties that we have is that it is more difficult to 
come up with measures of judging the quality of a managed-care 
program versus traditional fee for service. Both of you, in your 
testimony, have pointed out the importance of consumer informa- 
tion, better information for the consumer to make a choice as to 
quality. 

If the consumer is empowered, then I think the market will be 
of higher quality because of the ability of the consumer to make a 
choice of one of the higher quality providers. That becomes more 
difficult when you are trying to judge a plan versus fee-for-service 
providers and the lack of uniform information in managed care is 
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an obstacle we will have to overcome and you have talked about 
that in your testimony. 

My comment or question is that if an individual is in a plan 
where they have no choice, if they are in an HMO that requires 
them to use the providers that are in that HMO, and they are basi- 
cally in that plan because their employer provides subsidies and 
there is no opportunity for them to make a choice, should the 
Federal Government be concerned about that lack of choice by the 
consumer and should we be considering legislation that perhaps 
requires, at a minimum, that the consumer be offered a POS option 
so at least the consumer has some choice and therefore we have a 
better opportunity to make sure the market really works and the 
consumer helps in quality assurance? 

Mr. Vladeck. We had some experience last year with suggesting 
some national rules about the operation of the private health 
insurance market. It was not an unmixed success so I do not know 
that — 

Mr. Cardin. This Committee also had some problems in that 
area. 

Mr. Vladeck. I do think that increasingly you will find a percep- 
tion on the part of folks from all parts of the political spectrum 
that there should be some basic national standards about consumer 
protection in health insurance broadly defined — indemnity as well 
as managed-care plans. Otherwise, we will encounter the phenome- 
non which we are already seeing of a whole variety of different 
sorts of State legislation which many of the plans will find less 
comfortable than some agreed-upon national set of standards and 
which will also exacerbate the problem of driving more and more 
employers out of the insurance market, per se, into self-insurance 
in order to avoid those sorts of things and further fragment and 
complicate the system. 

I think there is increasing recognition of consumer protection 
issues and the fact that we will get a potpourri of State rules that 
are all over the place in the absence of some Federal activity in 
that regard. 

Mr. Cardin. Would you favor, in that national guideline, some 
protection to guarantee a choice to the consumer? 

Mr. Vladeck. Personally, I would feel strongly both about 
internal mechanisms in all plans relative to grievances, to appeals 
of decisions about denial of care, the source of care, as well as some 
degree of choice. 

Dr. Lee. To the extent that you can give the consumer the choice 
of the plan as opposed to the employer choosing the plan — 
Medicare gives the consumer that choice — that, to me, is the criti- 
cal issue and then providing the information. Mrs. Johnson made 
a critical point, we have to have standard data so people can 
compare. 

A report card from one plan may not be the same as one from 
another. In making those choices, information is critically 
important. 

Mr. Cardin. What I meant by choice was a choice of plan, as 
long as the consumer has the ability to get into a plan so there is 
some weighing of quality and not just the employer making the 
choice. 
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Mr. Vladeck. I think that is true. One of the things that all good 
systems do, whether public or private, is protect people who have 
made bad choices. The fact that someone has chosen a plan should 
not eliminate the need for some internal appeals and grievance 
process. 

Mr. Cardin. You will also need a way for consumers to be able 
to understand these plans. 

Mr. Vladeck. Absolutely. 

Chairman Thomas. I will try to follow up on questions that you 
have answered so that we can explore it because one of my 
concerns is the HMO cookbook in terms of procedures. I am struck 
by the fact that, given the proliferation of the way in which 
people’s health care is being delivered, it is more and more difficult 
to measure. Sometimes heavy front end on the preventive. It seems 
to me that in the private sector, to a certain extent, if you hit on 
something that seems to work, you are less likely to publish it in 
a book so everybody else can copy it. 

It tends to be a proprietary thing and you understand how to 
manage and save money and you are relatively reluctant to share 
that with others. I think that is going to be one of the concerns as 
we move forward in terms of how structures open up and we are 
able to truly measure what it is that they are doing, because if they 
are doing a good job they will lose that edge. 

Mr. Vladeck. If I may suggest, Mr. Chairman, I think that is 
also an argument for public support of the development of outcome 
standards and consensus guidelines about norms of effective 
service. 

Dr. Lee. If we can focus on quality and if the competition is on 
the basis of quality rather than just price, and that is what I 
think— it is not a settled issue yet. There is too much emphasis, on 
instead of managed care, managed cost, and that is a critical issue 
because you can underserve populations whether fee-for-service or 
capitation and only by having adequate quality measures and 
comparing on the basis of quality will we protect the consumer in 
the end. 

Chairman THOMAS. On your bell curves, as you indicated, clearly 
we are moving away from what you should not do to what you 
should do and I do not think we should focus on the front end of 
that curve either. You concentrated in the center of the bell and 
then moved the bell to the right. 

Sometimes we get carried away with the extremes and that 
becomes our anecdotal chemicals. My concern is that when you are 
dealing with quality versus cost information it is extremely 
important. Sometimes too much information becomes chaos in that 
when you are providing a very long checklist, you begin to look at 
choosing a health care provider like an IRS form. We have to watch 
that as well. 

Sometimes an agency, probably of the government, that has a 
degree of trust could have a Good Housekeeping seal of approval 
approach so that you know that you have met the minimum stand- 
ards and then leave it more up to the person using choices that are 
not necessarily objective, but feel good to them. That is our basic 
goal rather than the front end of that bell curve. 
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There was a discussion on the 50/50 which protects beneficiaries. 
There is nothing sacrosanct about a 50/50 is there, especially as we 
look more into managed care? 

Mr. Vladeck. I do not believe there is magic to the 50/50 rule. 
We have a somewhat analogous standard in the Medicaid Program 
which is 75/25. Once you get below 25, our experience in Medicaid 
suggests you really are talking about segregated plans, but some- 
where between 25 and 50 does not seem to be a lot of difference. 

Chairman Thomas. I agree on the diminished end of it, but 
sometimes we pick a number and lock into it and sometimes we 
lose the possibility of gaining additional information if we are not 
wedded quite so much to that number. 

The gentleman from California talked about the movie theater 
quality — I agree, and the quality, do your feet stick to the floor, yes 
or no? My other concern has to do with feet in terms of letting 
people get in and out of programs. 

Clearly, the ability to leave a choice is a good measure of wheth- 
er or not they liked it, but if it is too frequent, for example, if it 
is on a monthly basis that you can get in and out, how can you run 
a managed program where if a secretary offended someone they 
can walk. If you talk about a reasonable timeframe like a year or 
so or you provide a period of reflection to determine whether or not 
they want to revoke the decision they made, kind of like what we 
have now with folks for an election period, that kind of a structure, 
for example, a year with possible period of revocation would be 
preferable to a monthly in and out. 

Any reaction? 

Mr. Vladeck. I understand and agree conceptually. I have to tell 
you, however, and I would suggest that both today with subsequent 
witnesses and in other discussions, I was, at first, surprised and 
now I am accustomed to it to hear the almost unanimous opinion 
of the managed-care plans that they would rather have an unhappy 
customer leave than have a customer locked in. I frankly, think for 
policy purposes at this point in the evolution of all these systems, 
my instinct is to defer to the judgment of the folks who are operat- 
ing these programs on the front line. 

There is always the actuarial concern that they will use that 
essentially disenrollment at will to get rid of people as they become 
expensive — we do not find evidence of that. I would suggest that 
you ask that same question to folks running the plans because I 
do not fully understand their feeling, but it is a strongly held one. 

Chairman Thomas. It would seem to me that you would have 
some kind of a comparable checklist as reasons for leaving so there 
is an exit interview or something which provides us with some data 
that we can then utilize. What we get into is statistics about x 
number of people leaving and OK, they left, and x the number of 
people that came in. I am concerned that we do not gather informa- 
tion that will provide us with some tool that we can move forward 
on. 

Mr. Stark. Mr. Chairman, could I ask along the line of getting 
the necessary information for the nontheater type of research? We 
are going to hear from a witness later today, and I just wanted to 
check this. Medicare does not have access to uniform patient- 
encounter data of services provided to its risk populations. They 
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are available in the fee-for-service sector and used to profile and 
analyze patient care, but you do not, as this witness will suggest, 
have available to you the encounter data in managed care in 
HMOs. Is that correct? 

Mr. Vladeck. That is correct. 

Mr. Stark. Do you need legislation or do you just need encour- 
agement? It would seem to me that if you don’t have that data, you 
can’t compare managed care with fee-for-service. Is this something 
that would need legislation — 

Mr. Vladeck. It is not clear to me that we would require legisla- 
tion in order to do that. We are addressing the issue by trying to 
develop a reasonably high degree of consensus of what the data are 
that ought to be required and we think we can do that under exist- 
ing authorities. Certainly any expression of interest or guidance 
from the Committees of jurisdiction and from the Members helps 
to prod us along. 

Mr. Stark. If we think that there is some benefit to managed 
care plans, but we want quality data and report cards — if you guys 
cannot get, in effect, the medical records, you can get them from 
the fee-for-service side but not from the managed-care side, I do not 
see how you can inform us accurately. I would like to encourage 
you and if there is anjdhing we could do, it seems to me that data 
should be available to you, please let us know. 

[The information was not received at the time of printing.] 

Chairman THOMAS. I want to thank both of you very much. Good 
luck on your trip out to the coast. 

The next panel will be a panel of doctors, Robert H. Brook, 
professor of medicine and health services. University of California 
at Los Angeles Center for the Health Sciences, and director of the 
health sciences program, RAND Corp.; R. Heather Palmer, director, 
the center for quality of care research and education. Harvard 
School of Public Health; and Don E. Detmer, professor of surgery 
and health policy, vice president and provost for health sciences at 
the University of Virginia. 

I want to thank each of you for coming, and would indicate that 
for purposes of the record, any written testimony will be made a 
part of the record, and you may proceed in any way you see fit to 
inform this Subcommittee. 

I guess the easiest way is just to start left to right and move 
across the panel. 

Ms. Palmer. 

STATEMENT OF R. HEATHER PALMER, M.B., B.Ch., S.M., 

DIRECTOR, CENTER FOR QUALITY OF CARE RESEARCH AND 

EDUCATION, HARVARD SCHOOL OF PUBLIC HEALTH 

Ms. Palmer. Good morning, Mr. Chairman and Members of the 
Subcommittee, and thank you for giving me this opportunity. I am 
a physician, a U.S. citizen, for over 25 years and director for the 
center for quality of care research and education at the Harvard 
School of Public Health. 

Chairman Thomas. These microphones do not pick up very well. 
You need to have it directly in front of you, and speak into it. 

Thank you very much. 
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Ms. Palmer. I recently led a team of researchers in a 3-year 
demonstration of quality measurement and improvement in 
Medicare fee-for-service physician office care in three states, and 
led a panel of HMO physicians and quality of care experts in the 
Delmarva project to make recommendations for Medicare managed 
care review by PROs. In a future where Medicare will increasingly 
offer beneficiaries choices between competing managed care plans, 
I have four recommendations for the Subcommittee. 

First, major threats to quality of care for Medicare beneficiaries 
relate to the difficulty providers have in keeping up with rapid 
changes in clinical science. Clinical practice guidelines help provid- 
ers keep up with advances. To help providers to follow guidelines, 
they should use guideline-related performance measures to track 
their progress. 

For example, high blood pressure is the most frequent diagnosis 
for office visits for patients 65 years or more. Treatment is impor- 
tant because reducing blood pressure by a small amount reduces 
the risk of having a stroke by 42 percent and of heart attack by 
25 percent. Prevention of strokes and heart attacks not only saves 
beneficiaries from death and disability, but it yields large dollar 
savings on health care. Clinical practice guidelines for treatment of 
high blood pressure change with new scientific evidence about 
which drugs in which combinations to use for which patient 
circumstances. Clinicians or health care plans that use the same 
drugs year after year soon fall behind in providing best quality at 
least cost. 

The Agency for Health Care Policy Research conducts outcomes 
research and uses the results to provide clinical practice guidelines 
that help health care providers to keep up with scientific advances. 
Most of these guidelines are directly relevant to the care of 
Medicare beneficiaries. The Agency for Health Care Policy 
Research will soon publish a handbook describing a method for 
measuring guideline-related performance as a form of quality 
measurement. By this means, HCPR, which owes its existence in 
large part to the leadership of then-Congressman Gradison, is a 
vital resource for improving quality in the Medicare Program. 

Second, beneficiaries should receive consumer reports comparing 
performance related to clinical practice guidelines to assist in their 
choices between managed care plans. These reports need to include 
explanations of guidelines and of related performance measures. 
The content of the reports should rotate over time over the range 
of health care needs of Medicare beneficiaries. Consumer reports 
should be based on national performance measurement sets to 
assist beneficiaries who receive care, plans who provide care, and 
businesses who buy care in multiple states. 

NCQA, the HCFA, and the AHCPR are already leading in the 
development of such measure sets. 

Third, cooperative quality improvement programs are needed to 
protect the interests of beneficiaries who cannot make informed 
choices among managed care plans. Consider a man whose wife of 
many years died recently of cancer. He is too depressed to read 
Consumer Reports. Or, a woman who chooses her plan because of 
its excellent care for high blood pressure but does not consider the 
plan’s neurosurgery services because she does not know that next 
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year she will develop a brain tumor. Or, a man whose failing 
eyesight or hearing make him too confused to consider changing 
plans. 

In quality improvement programs, PROs coordinate cycles for 
health care plans and organizations, feeding back comparisons of 
performance to each provider. They reveal benchmarks that en- 
courage plans and organizations to strive for the best level of per- 
formance shown to be achievable. 

The FAA, Federal Aviation Administration, provides a precedent 
for this. It doesn’t simply publish information on crashes and near 
misses, leaving consumer choice to weed out unsafe airlines. In- 
stead, airlines share information through the FAA on better ways 
to promote safety so that information on safer flight is not treated 
as a trade secret. The same approach should apply with regard to 
safety and health care. 

HCFA has already committed the PROs to quality improvement 
programs, which should expand to include private purchasers in 
each state. 

Fourth, accreditation that monitors internal quality improvement 
programs within plans should provide the threshhold for plans and 
organizations to praticipate in Medicare. Consumer reports for 
performance related to clinical guidelines are needed in addition to 
accreditation to make visible to beneficiaries the differences among 
plans that accreditation does not eliminate. 

Cooperative quality improvement programs are needed in 
addition, and should be at the State level, because health care is 
shaped by State regulation and politics, local health care markets, 
and the local cultural and business environment. 

Accreditation organizations at the national level are not well 
situated to conduct such State-level programs. Also, there is a 
conflict of interest between accepting fees for accreditation and ac- 
cepting fees to provide individualized technical assistance that 
might improve an organization’s chance of being accredited. 

In summary, a mix of quality improvement strategies is essential 
to protect Medicare beneficiaries, programs of internal quality 
improvement, consumer report cards, and State-level cooperative 
quality improvement programs. All of these need to relate to clini- 
cal practice guidelines, together with accreditation as a condition of 
participation in Medicare. 

The AHCPR is essential to this agenda. I am grateful to the 
Subcommittee for this opportunity to present my recommendations 
on these issues which greatly affect the lives of the 36 million 
Medicare beneficiaries. 

Chairman Thomas. Thank you very much, Dr. Palmer. 

[The prepared statement follows:] 
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TESTIMONY OF R. HEATHER PALMER, M.B., B.Ch. S.M. 

CENTER FOR QUALITY OF CARE RESEARCH AND EDUCATION 
HARVARD SCHOOL OF PUBLIC HEALTH 

Good morning, Mr. rhairman and m e a bat of die Subcommittee, and thank you for giving me 
this opportunity to widi you bow qualiQr of care can be obtained for Medicare 

beneficiaries. 

Area of Exportise 

I am a physician. I have been a U.S.ddxen for over 25 years. For 20 years I have conducted 
research and educatioo otmceming measurement and in^rovement of quality of health care at the 
Harvard School of Public Ifeabh. vrfiere I am Oirecmr of the Center for Quality of Care 
Research and Education. I ivevioitsly served as a Board member of the National Committee for 
Quality Assurance (NCQA) and of die American Medical Peer Review Association (AMPRA), 
which represmts the Peer Review Organizations (litCH). 1 am immediate past chair of the 
American Medical Review Reaeardi Center (AMRRC). a research and educational aHlliate of 
AMPRA. 1 have provided oonsubatioo to the Joint Commission on Accreditation of Healthcare 
Organizations (ICAHO). In ony testimony before diis Subcommittee, however, 1 do not represent 
any of these organizations. 

Let me briefly summarize three projects in which I led a team of research in work that is directly 
relevant to the issues before this Subcommittee. 

Medicare Fee-for*SerYioe Fhysiciaa Office Care: the M^MPAQ Project' 

The project to Develop and Evaluate Mediods to fromote ^bulatory £are Quality was a 
partneridiip between die Delmarva Foundation for Medical Care (Delmarva), the PRO for 
Maryland and the District of Columbia, together the PROs for Alabama and Iowa, and our 
research team. We established liaisons with the medical societies and medical specialty societies 
in the three states, and tworked widi them to develop and evaluate clinical performance measures 
for six chronic conditions with related clinical services, and for preventive care for Medicare 
beneficiaries. 

Each performance measure is applied to patients with a given condition and relates to a specific 
aspect of care for diat condition. For instance, a measure concerns the percentage of patients with 
a condition who receive a service diat is indicated for that condition. One hundred eleven 
performance measures were tested on claims data hies for approximately 40,000 beneficiaries in 
each state, and 263 measures were tested on ^roximateiy 4600 patient records from 
approximately 240 physician offices within the three states. The final report of this three-year 
project was released in July, 1994. 

The PROS in these three states are now working widi the Health Care Financing Administration 
on the Ambulatory Care Quality Improvement Project, in partnership with many of the same 
liaison physicians who collaborated in the DEMPAQ project. 

Medicare HMO Elxtonal Pcrfomiaiice Review: the Delmarva Project’ 

The Delmarva Foundation for Medical Care again formed a partnership with our research team to 
conduct this project between Sqitember, 1993, and Mardi, 1995. In the first phase of this 
project, we worked with a ten-person expert panel comprised of HMO physicians and 
quality-of-care experts. The panel included NCQA’s project director for the Health Plan 
Employer Data Information Set (HEDIS) project and several physician members of the HEDIS 
workgroup. In a series of panel meetings and mailings, panel members used a modified Delphi 
technique to review 23 existing s^ of measures including, 268 individual measures, in order to 
select a set recommended for PRO review of HMOs. Draft reports of this work were sent for 
widespread review and comment by HMOs. PROs, and consumer advocacy groups. 

The report of this Hrst phase, issued in August, 1994, included recommendations for: 

• a core set of measures for all enrollees, and two diagnosis-related measure sets (one for 
diabetes and one for high blood pressure and heart disease); 

• a phase-in of data requirements for Medicare HMOs for the data needed to construct these 
types of measures; 

• future interactions between PROs and Medicare HMOs to take the form of HCFA’s other 
cooperative quality improvement projects; and. 
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• procedures for data transactions between PROs and HMOs to ensure the accuracy of 
comparisons for performance measures. 

Subsequently, we worked with clinical panels of diabetologists, cardiologists, and generalist 
physicians to develop detailed specifications of performance measure sets recommended for 
possible pilot testing by HMOs and PROs. 

Typology of Measure Sets and Measures’ 

AHCPR contracted with the Center for Health Policy Studies (CHPS) of Columbia, Maryland, 
who in turn contracted with our research team to develop a typology of clinical performance 
measures. With CHPS, we collected and analyzed examples of the range of clinical performance 
measures currently in use. Overall, we collected 1287 measures from 40 different measure sets. 
We then classified the measures along several different dimensions and created a set of linked 
databases to store, sort, and retrieve measures. The goal was to assemble information that could 
assist potential users of quality performance measures. 

Summary of Recommendations 

In a future where Medicare will increasingly offer beneficiaries choices between competing 
managed care plans, I recommend that this Subcommittee consider five points. 

First, major threats to quality of care for Medicare beneficiaries relate to the difficulty providers 
experience in keeping up with rapid changes in clinical science. As clinical practice guidelines 
help providers to keep up with scientific advances, providers should use measurement of 
performance related to clinical practice guidelines to track their progress toward improvement in 
quality of care. 

Second, comparison of performance measurements related to clinical practice guidelines should 
be available to assist beneficiaries in choosing between managed care plans. This information 
should be in the form of 'consumer reports" rather than "report cards." These reports should 
include detailed explanations of guideline recommendations and of the related measures. Content 
of the reports should rotate over time to cover the range of health-care needs and chronic 
illnesses experienced by Medicare beneficiaries. 

Consumer reports should be based on national performance measurement sets in order to provide 
comparable information on health care plans and organizations in different states to assist 
beneficiaries who receive care, and plans who provide care, in multiple states. A national set of 
performance measure sets is also valued by businesses vdio buy care for their employees in 
multiple states. Accrediting organizations are already leading in the development of such measure 
sets. 

Third, cooperative quality improvement programs are needed to protect the interests of those 
beneficiaries who, because of frailty, the unpredictability of illness, or limited mental faculties, 
cannot make informed choices among managed-care plans. 

HCFA has already committed PROs to this type of program. Cooperative quality improvement 
programs should expand, however, to involve providers, consumers, purchasers, and 
quality-of-care experts in each state. 

Fourth, accreditation should provide the threshold for plans and organizations to participate in 
Medicare. 

Fifth, the focus of performance measurement must shift toward ambulatory care because it is the 
type of care experienced by most beneficiaries, and because small investments in prevention and 
early treatment of disease can spare patients from suffering more advanced disease, and can avert 
the greater costs of diagnosing and treating more advanced disease. Providing managed 
ambulatory care is a major objective and an area of special expertise for health maintenance 
organizations (HMOs). 

Keeping Up with Advances in Clinical Science 

Quality health care is care that best maintains and improves the health and satisfaction of patients. 
Quality can be achieved by choosing tests and treatments that best suit each patient’s individual 
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needs, and by managing care so that tests and treatments are provided safely, efficientty, and 
humanely. 

Since the knowledge base and technology of clinical science change often, care must constantly 
be improved in order to maintain qualiQr. Such change occurs rapidly as a result of research and 
development funded both by the public and private sectors. Like Alice and the Red Queen in 
'Through the Looking Glass," providers of health care have to run fast just to stay in place. 

In the 1990s we have diagnostic and therapeutic technologies that can save lives, limit disability, 
and prevent the occurrence and progression of disease. New technologies emerge continuously at 
a dizzying pace. These tedinologies may be more elective but are often also dangerous. A 
provider who doesn't use these new technologies denies patients chances to improve health and 
well-being. A provider who uses these new technologies inappropriately harms patients. 

Providers have trouble knowing wdiat are the right things to do, how to do them, and what 
outcome to expect. All health-care professionals have to struggle constantly to update their skills 
and their knowledge to keep up with advances in clinical science. 

As technologies emerge that can achieve more for patients, health care becomes more complex. 
With many persons involved doing potentially dangerous things to patients, the possibilities for 
miscommunications and errors in in^Iementation muhipiy. Hospital and ambulatory care 
managers and staffs must continually adapt to change by planning and implementing the use of 
new technologies. This creates difficulties for safe and timely provision of care. 

The continuing avalanche of new diagnostic tests, new drugs, and new procedures requires 
competent management in order to improve quality of care at an affordable cost. When resources 
are limited, providers cannot repeatedly add new tedinologies; they must strive to improve 
quality by using more wisely the dollars that are available. Differences in competence m 
management of health care will lead to differences In quality of health care. 

With increasing technical and managerial complexity, also, it is easy to lose sight of the caring, 
trusting relationship that patients seek from their clinicians. Yet satis^ing patients depends upon 
respecting their concerns, and involving them in their own care. Both health care profession's 
and managers must struggle to preserve a time and place in complex health-care systems for clear 
communication between patients and those who care for them. 

Implications for Medicare 

Many Medicare beneficiaries experience multiple chronic diseases. M^or threats to the quality of 
care for Medicare beneficiaries relate to the difficulty that providers experience in keeping up 
with rapid changes in clinical science for many different diseases. 

Let us take just one disease as an example; high blood pressure is the most frequent diagnosis for 
office visits of patients of 65 years or morc.^ In the Delmarva study, we found that 37% of the 
elderly patients randomly sampled for record review had high blood pressure. Treatment is 
important because reducing blood pressure by the small amount of 5-6 millimeters of mercury is 
estimated, using empirical data from large studies, to reduce a patient’s risk of having a stroke by 
42%.’ 

Every four years, recommendations have changed in response to new scientific evidence 
concerning which of nine different classes of drugs, in which combinations, should be used to 
treat high blood pressure, for w^ich patient circumstances.’-*'^ Clinicians, or health care plans 
that continue to recommend the same drugs year after year without regard to new scientific 
evidence, soon become seriously out of date. 

Clinical Practice Guidelines, Performance Measurement, and Quality Improvement 

It is difficult for practicing physicians to determine, for every disease experienced by Medicare 
beneficiaries, and for every new piece of clinical science, whether the evidence is sufficient to 
require changing the care they give to their patients. For instance, in the DEMPAQ data for 
1989-1991, we found that 30% of Medicare beneficiaries with high blood pressure were treated 
with calcium channel blocker drugs. In that time period, these drugs were still recommended as 
one option for initial treatment of high blood pressure. Just last week you probably saw the news 
reports about the piossibility of increased risk of heart attacks for patients taking these drugs. 
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Obviously, physicians should not change patient treatments on the basis of news reports or even 
of incompletely digested scientific publications. That is why clinical practice guidelines are 
needed. When experts weigh the accumulated evidence from clinical trials and from 
outcomes-effectiveness research about what works and v4tat is safe, they can issue 
recommendations that help providers keep up to date with scientific advances. 

Guidelines for care of high blood pressure are issued by the Joint National Committee on 
Detection, Evaluation, and Treatment of High Blood Pressure. AHCPR has issued many 
other guidelines directly relevant to the care of Medicare beneficiaries, as have many medical 
specialty societies. 

As providers use guidelines in deciding what is the right thing to do for patients, they should 
measure their performance related to clinical practice guidelines as a way to monitor the quality 
of care. It is important to understand that performance measurements concern what is done on 
average, for many patients. We should not expect that guidelines will be followed slavishly in 
every case because they cannot apply to every patient’s circumstance. Indeed, some patients may 
decline to accept a service recommended by a guideline. Yet, over time, if the piercentage of 
eligible patients experiencing care that con^rms to a guideline is increasing, this is an indication 
that care is improving. 

Leading managed-care organizations already internalize practice guidelines, re-design their 
delivery systems to facilitate following guidelines, and then track progress toward quality 
improvement by measuring guideline conformance in repeated cycles over time. 

The DEMPAQ project demonstrated a similar model that works in fee-for-service office practice 
by measuring average performance related to clinical practice guidelines for randomly selected 
volunteer physicians within a state. State medical societies and medical specialty societies worked 
with their state PRO. the DEMPAQ team and AMRRC to design and conduct physician 
workshops for quality improvement. The workshops focused on quality of care in those clinical 
areas where the DEMPAQ performance measurements suggested that improvements were 
indicated. 

The Health Plan Employer Data Information Set (HEDIS),' developed by the National Committee 
on Quality Assurance (NCQA), is an example of guideline-related performance measurement. 
Other examples are those specified in the two diagnosis-related measure sets for diabetes and for 
ischemic heart disease/hypertension that were developed in the Delmarva Project for possible 
testing in HCFA’s pilot projea in Medicare managed care. 

AHCPR will soon publish a handbook describing a method for developing and evaluating 
guideline-related performance measures. With other research colleagues, 1 co-wrote this book. 

We were guided by an AHCPR workgroup of experienced health-care professionals who 
critiqued successive drafts of the book so as to ensure that it would be practical and useful to a 
wide variety of users. 

I cite these examples to underline for the Subcommittee that guideline-related performance 
measurement for the purpose of quality improvement is already available as an ”off-the sheir 
technology, ready for large-scale use. 

Guiding Beneficiary Choices: Not Report Cards, but Consumer RepKirts 

Are clinical performance measures also useful for "Report Cards" for consumers? I believe that 
consumers will find clinical performance measures of great interest if they are presented in an 
understandable format. Many of the "Report Cards" used to date are too black and white, contain 
too few measures, too little clinical information, and fail to address different consumer needs and 
preferences. Consumers need something more like "Consumer Reports." "Consumer Reports" on 
automobiles give detailed accounts about different typ>es of vehicles that may meet the needs of 
different groups of consumers, e.g. , family vans, light trucks, luxury sedans, and small town 
cars. For each typ>c of vehicle, desired attributes are displayed in tables or diagrams, e.g., safety, 
speed, reliability, interior space, comfort, and app>earance. The accompanying text educates the 
consumer about the p>otentia] importance of each feature and how it is measured. 

Similarly, performance measure sets need to cover clinical conditions of interest to different 
beneficiary groups. Reports on clinical performance should include text educating beneficiaries 
about the care that is recommended for each condition. Performance measures covering the 
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diflerent aspects of care recommended by clinical practice guidelines should be displayed 
gra{rfiically, accoiqpanied by text explaining how this aspect is measured, and any limitations of 
the ineasureaieit. Measures should be grouped in diagnostically related measure sets (DRMS) as 
reconmeoded to HCFA in the Delmarva Report.^ 

In additioD to measures concerning ^propriate use of tests and treatments, consumers will likely 
value measures diat describe timely and hassle-free delivery of care, and clear communication 
from clinidaiis. Such measures, based on patient survey information, are also readily available - 
such as the measures developed by the Picker/Conunonwealth Program for Patient-Centered 
Care, and die PROSPER measures referred to by Dr. Lee in his testimony. 

lsn*t A ccr e diLi tioB of Health Care Plans and Oganizations Sufficient? 

Are corogimef reports really needed? Isn't accreditatk>n of plans and organizations sufficient? The 
accreditakm ofliaed by both the National Committee on Quality Assurance (NCQA) for HMOs, 
and by the Joint Commission on Accreditation of Health Care Organizations (JCAHO) for 
hospitals and beahh care networks, require the organization being accredited to operate an 
inlomal qualiQr in^rovement program. Accreditation visits then provide oversight of the 
effectiveness of these programs. However, differen^s in quality that may matter to beneficiaries 
exist ewn among accredited organizations. 

Accreditation can set a threshold level of quality but does not eliminate differences in clinical 
performance anxHig plans and providers. In health care markets, competition cannot favor those 
Vrho perform clinical care better unless these differences are made visible to beneficiaries. This 
reasoning supports the use of consumer reports for clinical performance measurements. 

Consumer rqiorts on clinical performance add value beyond that provided by accreditation 
specifically if diey include multiple diagnosis-related measure sets. Presumably, a Medicare 
beneficiary will se^ a plan that serves elderly persons well and will not be interest^ in the plan's 
performance on child care or prenatal care. If this beneficiary has high blood pressure, she will be 
interested in how well dte clinicians in a plan treat hi^ blood pressure, how well they monitor for 
adverse effects of diis dienqpy, «4)ether they explain to enrollees how to take these mi^ications and 
how well die plan promotes lifestyle changes that help to control blood pressure. If she does not have 
diabetes and has no family history of diabetes, she may feel that a plan’s performance on diabetes 
care is oat relevant to her choices. 

In fad. of course, the leading accreditation agencies, both the JCAHO and NCQA, are leaders in 
developing and testing sets of performance measures that can be used to compare health care plans 
and organizations. A feature of both these sets of measures is that they are developed for use 
natkmwide. This is important because both Medicare and many corporations purchase health care 
in multiple states. Many health-care plans also cross state boundaries. Having national measure sets 
avoids die burden of collecting and interpreting measurement data that differs from state to state. 
Also, many Medicare beneficiaries receive health care across state boundaries, because they live in 
cities that cross diese boundaries or because they spend winter months in warmer parts of the U.S. 
— for diem also having national quality measurements is an advantage. 

Are Report Cards Eoough? The Case for Cooperative Quality Improvement Programs 

For comprthion based on informed consumer choice to ensure quality of care, consumers must be 
able to understand and act upon consumer repons of clinical performance. There are many reasons 
why such martrt mechanisms will be inadequate to protect quality of care for all Medicare 
beneficiaries. 

For instance, consider a man whose wife of many years died recently of cancer; although she died 
in part because of die poor care diat she received, he is too depressed to read consumer reports or 
to choose to leave his health plan. 

Or recall the woman we considered above who chooses her health plan because of its excellent care 
for high blood pressure; she doesn't consider the poor quality of the plan’s neurosurgery services, 
because she does not know that next year she will develop a brain tumor. 

Or consider a man whose failing eyesight and hearing, untreated by his current health-care plan, 
contributes to his tendency to become confused. The lack of care itself hinders him from using 
consumer reports to make informed choices. 
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These examples illustrate why some mechanism in addition to consumer choice is needed to protect 
the interests of those b;^ne^cia^ies who. because of frailty, the unpredictability of illness, or 
deteriorating mental faculties, cannot make informed choices among health-care plans. Cooperative 
quality improvement programs, like those that HCFA has initiated through the PRO program, are 
designed to provide this needed protection for Medicare beneficiaries. 

There is already a federal government program that provides a model for cooperative quality 
improvement in health care, namely, the Federal Aviation Administration (FAA). The FAA does 
provide consumer reports. However, for reports of airplane crashes and near misses, the FAA does 
not simply publish the information and leave it to consumer choice to weed out unsafe airlines. 
Instead, the FAA works with all airlines together to devise the best means to protect passenger and 
crew safety. In other words, airlines do not compete on safety bul only on the "amenities” of air 
travel. Airlines share information through the FAA on better ways to promote safety so that 
information on safer flight is not treated as a trade secret. The same approach should apply with 
regard to safety in health care 

How Do Cooperative Quality Improvement Programs Work? 

In cooperative quality improvement programs, external quality improvement agencies coordinate 
cycles of performance measurement for health care plans and organizations, feeding back 
comparisons of performance to each provider. The comparisons reveal "benchmarks" that encourage 
plans and organizations to strive for the best level of performance shown to be achievable. 
Alternatively, the external agencies may encourage all providers to improve beyond existing levels 
of performance, if all are performing below levels chat are achievable with use of effective health 
care. 

Each plan or organization then prioritizes areas for quality improvement and may condua related, 
but more detailed, performance measurements to direct qu^ity improvements. The original measures 
can subsequently be re-used within the plan or organizuion to evaluate the impact of any changes 
that were made. 

HCFA has already committed PROs to this type of program. Cooperative quality improvement 
programs were also recommended in the Delmarva report as an appropriate mode of interaction 
between Medicare HMOs and PROs. The report recommended these activities for PROs: 

• act as advocate on behalf of HCFA and Medicare beneficiaries, communicating quality-of-care 
requirements to plans in the form of performance measures and target levels of achievement; 

• act as a catalyst for and facilitator of internal continuous quality improvement (CQI) activities in 
plans by focusing attention on "cooperative projects" that would involve all plans in a stale, by 
providing benchmark performance data, and by providing technical assistance to plans with limited 
CQI capabilities; 

• act as a manager of data collection and analysis services by auditing the accuracy of sampling, 
administrative data analysis, and medical records abstracting, and providing broad based technical 
assistance. 

There are two reasons why the accrediting agencies, as presently constructed, cannot readily perform 
these roles. Firstly, there is a conflict of interest between accepting fees to provide accreditation 
services and accepting fees to provide individualized technical assistance that might Improve an 
organization's chances of being accredited. Secondly, accreditation agencies, at least at present, are 
national level organizations, and cooperative improvement programs should be conducted at the state 
level because health-care delivery is shaped by state regulation and politics, local health-care 
markets, and the local cultural and business environment. This endorsement of state level cooperative 
improvement programs does not weaken my earlier suppon for the national performance 
measurement sets created by the accrediting agencies. National measurement sets should be used in 
state-level quality improvement programs. 

Given the importance of the local environment, and the need to avoid duplicative efforts, cooperative 
quality improvement programs should involve providers, consumers, purchasers, and quality -of-care 
experts in each state. 
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Accurate Compariscms of Clinical Performance 

If performance comparisons are to guide beneficiary choices, it is critical that the comparisons should 
be accurate. The only thing worse than no comparisons is misleading comparisons. Information that 
misleads consumen not only wastes resources but may provide perverse incentives that actually 
distort mariceu. Ensuring a level playing fteld for comparison imposes the stringent conditions 
discussed next. The General Accounting OiTice (GAO) reports that these conditions have not been 
altogether met in several large scale private sector quality measurement initiatives.^ 

Data Availability and Accuracy 

Clinical performance measurement requires accurate data ^out d^e care experienced by patients; this 
data must contain considerable clinical detail about the services provided and the patient’s health state 
at diHerent points in time. 

In the fee-for-service sector. Medicare’s National Claims History File provides an overview of 
services provided to all beneficiaries, in alt settings of care and in all geographic locations. This 
database does not contain information on care provided within inpatient institutions, nor of services 
that Medicare does not cover, such as prescription drugs. Nevertheless, we were able to use this data 
in the DEMPAQ project to create several informative measures of care. Similar measures could only 
be created for managed care settings if HCFA were to phase in some minimal data requirements for 
Medicare HMGs comparable to those already in use in the fee-for-service sector. Such a phase-in 
of data requirements was, in fact, recommended in the Delmarva project repon. Pharmacy databases, 
unavailable in fee-for-service Medicare, are quite widely avail^le in Medicare HMOs and are useful 
for clinical performance measurements. 

In the DEMPAQ project, we were able to create many clinically meaningful measures of 
performance by abstracting data from physicians* office records for patients and physicians sampled 
from the Medicare claims data. There is a widespread c^inion that record-based measure sets are 
"too expensive*; this opinion appears to be founded on the unjustified assumption that large numbers 
of records must be abstracted. In the DEMPAQ project, each patient record obtained was tested 
against 263 possible performance measures, with an average of 22 applying to any record. Reliable 
estimates for average physician performance in a state could be obtained with samples of as few as 
300- SOO records. A cost analysts showed the average cost of applying the 263 measures to a record 
to be approximately $44. Allowing for costs of san^Iing cases, we estimate that the cost of obtaining 
a set of measures of average performance for a state (or by inference, for a large health-care plan) 
at $50 per record, would be up to $25,000 per measuremem cycle. 

In the E>elfnarva Project Report on External Performance Review for Medicare HMOs,* two 
diagnosis-related measure sets were recommended to HCFA, one for diabetes and one for high blood 
pressure and heart disease. Some measures in each set derived from administrative data, but more 
derived from patient records data. 

The Delmarva report also recommended a rich selection of performance measures based upon patient 
surveys for consideration for external performance measurement of Medicare HMOs.* The report 
notes that surveys could not currently be conducted by HCFA because of restrictive regulations. 
Since surveys that obtain adequate response rates have relatively high costs per survey, the report 
recommended that surveys should also be sent only to samples of patients selected using 
administrative databases. Administrative daiaba^s would, therefore, be needed to sample 
benenciaries to create both patient records-based or patient survey-based performance measures. 

Verification of Measures 

In a competitive market, some neutral party is needed to verify the accuracy of performance 
measures reported by each health-care plan or organization. Ensuring comparability of data and 
comparable computation of measures from different health-care organizations requires considerable 
technical expertise in conducting data audits. The Delmarva report recommended that PROs could 
provide this service. 

Allowing for Patient Differences 

When comparing performance measurements among health-care plans and organizations, it is 
important to account for differences in the patient populations that they serve. For instance, since 
it is more difficult and costly to give care to sicker patients, it is unfair to make comparisons without 
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allowing for differences among plans in the severity of illness of their enrollees. Failure to allow for 
these differences provides perverse incentives that would encourage plans to avoid accepting such 
enrollees or to avoid providing necessary services U) them. 

Patient differences that must be accounted for relate to personal characteristics such as age. gender, 
and patient preferences concerning risk-taking, clinical (^aracteristics such as diagnoses and severity 
of illness, as well as characteristics related to health care use such as length of time enrolled in an 
HMO, and whether hospitalized, in a nursing home, or on home care. The Delmarva report 
recommended special studies of enrollees who disenrol). because disenrollmeni may reflect 
dissatisfaction with the care provided. 

DifTicuities in Using Patient Health State to Infer Quality of Care 

Comparisons among organizations and health-care plans are problematic when patients’ state of 
health after receiving care is used to infer whether the care given was of good quality. Such 
measures are only interpretable for diseases with relatively high rates of death, complications, or 
severe impairment. In addition, death, complication or impairment must occur close in time to the 
care given, large numbers of patients must receive care for this condition, and adequate measures 
of severity of illness for this condition must be avail^le. Given the present state of the an, this 
restricts performance measurements based on patient health states to a few relatively acute and severe 
conditions that generally require hospital care. 

For the large volume of ambulatory services that make up the bulk of managed care, it is currently 
more meaningful to use guideline-related performance measurement. The fan that the guideline 
recommendations themselves are based on clinical trials and outcomes-effectiveness research is 
sufficient to ensure (hat improved conformance to guideline will yield improved patient health. 

It is particularly difficult to infer quality of care for many conditions using patients' own assessments 
of their health state. For instance, patients’ reports of their health state give misleading impressions 
about quality of care for preventive care. Patients receiving immunizations and screening tests do not 
experience symptoms of the condition that care is intended to prevent; therefore, patient reports of 
their health state cannot be used to detect any difference in the short term between health-care plans 
that give adequate preventive care and health-care plans that give none. 

For another illustration of this difficult but important point, let us think again about the example of 
high blood pressure. Patients may not experience symptoms from high blood pressure even when the 
blood pressure is high enough to increase the risk of stroke and heart attack manyfold. Paradoxically, 
treatments that reduce blood pressure and reduce the risk of stroke and hean attack may make 
patients feel worse because of side effects of the medications." In this example, a health plan that 
treats patients better in terms of reducing long-term risks of death and disability would appear worse 
on performance measures based on patients’ reports of their health. 

A better measure of performance for high blood pressure would be to measure the percentage of 
patients receiving guideline-recommended therapies. As an alternative, the average level of blood 
pressure among enrollees being treated vor high blood pressure could be used if adequate allowance 
can be made for patient differences in severity of their untreated high blood pressure, or if the 
average level of blood pressure is compared to the average intensity of treatment. For example, we 
first measure the average blood pressure level for enrollees under treatment for high blood pressure 
in a plan; if this level is high relative to other plans, we are concerned. However, if a plan with a 
worse average blood pressure level is performing better on average in the aggressiveness of therapy, 
we can infer that this plan's enrollees suffer disproportionately from a form of high blood pressure 
that is more difficult to treat. We conclude that this plan is a high-level performer despite the fact 
that it serves a sicker population. 

Focusing on Ambulatory Care to Improve Health and Avert Costs 

Performance measurement must include ambulatory care because it is the type of care experienced 
by most Americans. In 1990, approximately 78% of Americans contacted a physician in an 
ambulatory setting, while only 8% experienced a hospital admission." The average Medicare 
beneficiary has five ambulatory care visits in a year * 

Ambulatory care is also vital because small investments in prevention and early treatment of disease 
can spare patients from suffering more advanced disease, and can avert the greater costs of 
diagnosing and treating more advanced disease. For instance, HCFA’s Cooperative Cardiovascular 
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Projea is an innovative s^pro«:h to an In^rtant problem • improving hospital for Medicare 
beneHciaries ^h4io experience heart atlaciu; but improved prevention of heart attacks is also 
ixnportam. For patients with high blood pressure, the risk of a heart attack can be reduced over time 
by 25% by a imall reduction in blood pressure of 5-6 millimeters of mercury, according to an 
estimate based on large studies.’ Projects that unprove care for high blood pressure in the ambulatory 
care setting are needed, dierefcu’e, in order to prevent heart macks from occurring at all. 

Lastly, the focus of pcrformat^ measurement should shift toward aifoulatory care because managing 
amtHil^ry care is a major objective of tmd an area of special expertise for health maintenance 
organizations (HMOs). 
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Chairman Thomas. Dr. Brook. 

STATEMENT OF ROBERT H. BROOK, M.D., PROFESSOR OF MED- 
ICINE AND HEALTH SERVICES, UNIVERSITY OF CALIFORNIA 

AT LOS ANGELES’ CENTER FOR THE HEALTH SCIENCES, 

AND DIRECTOR, HEALTH SCIENCES PROGRAM, RAND COR- 
PORATION 

Dr. Brook. I would like to thank the Chairman for inviting me 
to come. 

I would like to begin from two perspectives. First, I am a physi- 
cian, a geriatrician — I take care of elderly patients, and I actually 
deal with these issues of cost and quality on a day-to-day. Second, 
I have spent the last 20 years of my life developing measures of 
quality of care and health status. 

When I, as a physician, go to see my physician, and I am sitting 
in the room with all my clothes off, wearing a robe that does not 
cover all of my body, I am not exactly in a powerful position. I do 
not have the information the specialist might have about my 
disease. It does not matter who you are, the bottom line for all of 
us when we go to see our physicians, and all of us will get sick, 
is that we want a quality product. We want value for our money 
and we want the quality of care to be excellent. 

The real question facing us as we change the medical system 
through competition, through market forces, or through any other 
mechanism, is whether quality will someday be as important to the 
agenda as cost. There is no question that cost and price will remain 
a concern, but in order for us all to get a product that increases 
in value, quality must remain on the agenda. 

My second perspective on quality of care comes from the research 
I have done in this area. We have made a lot of progress through 
both the Agency for Health Care Policy and Research and its 
predecessor, the National Center for Health Services Research and 
Development. Today, we are able to measure mental, physical, and 
social health and the quality of health care provided to patients. 

We have measured the appropriateness of care — that is, whether 
patients need the procedures they receive and whether they are not 
receiving procedures they do need — by measuring whether the 
health risks exceed the health benefits. We can also measure how 
well a procedure is performed, that is, I can tell you whether or not 
it is done in a technically competent manner. 

We can also measure consumer satisfaction with care. 

All of these aspects of health care are measurable. The question 
at the moment is whether we want to make a commitment to 
measuring them and, when we reform the marketplace through 
competition, whether the institutions and organizations that 
produce more value for money or better quality of care will be the 
ones that survive. 

Now, in this marketplace, what should the Federal role be — or 
should there be any Federal role in this marketplace? I have spent 
the last 10 years trying to get managed care organizations, 
business, and the government together to try to form coalitions to 
develop tools to measure quality of care. 

I can tell you that the private sector is not willing to spend the 
money to develop the tools that are needed. Part of their reason for 
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not doing so is that the tools for measuring quality are a public 
good. If one group spends money to develop tools and puts them in 
the public domain to be used by everyone else, other groups that 
did not pay for the tools benefit substantially? No business in this 
country operates this way. Thus, it is essential that the Federal 
Government assume a leading role. In developing the tools by 
which quality of care can be measured, whether those tools are 
practical guidelines, performed standards, or even just data 
collection methods to measure the performance of health plans. 

Given the science we already have available, what is reasonable 
to expect with regard to our ability to develop those tools and apply 
them to real policy questions over the next several years? First of 
all, we need an additional $100 million a year to support tool 
development. This enables us to develop a system whereby we 
could measure managed health care plans on the dimensions of 
consumer satisfaction, appropriateness of care, and technical excel- 
lence within a 3- to 4-year timeframe. However, it is essential that 
the private sector and the public sector work closely together if we 
are to accomplish this goal. 

The second area of the science that must be advanced is the 
behavioral one. We need to develop better information about how 
to change the behavior of doctors and organizations to make them 
function better. We know so little about what mechanisms might 
make doctors and organizations perform better, give us more value 
for our money. 

We know that about a quarter of the services delivered could be 
eliminated without harming anybody. Why don’t we just get rid of 
them? At the sametime, we know a lot of people do not get services 
they need and die. Why can’t we make these available. We have 
some indication that, among patients admitted to hospitals in the 
bottom 20 percent of hospitals, in terms of quality, the death rate 
is an additional 6 deaths per 100 people admitted. 

We need more information about the science of changing behav- 
ior and that also requires an additional substantial investment of 
funds through organizations such as the Agency for Health Care 
Policy and Research. 

We also need to answer the questions that you asked us today. 
Is managed care better than fee-for-service? If so, what form of 
managed care is better than fee-for-service? How does market 
reform work in one part of the country as opposed to another? We 
can provide accurate answers to these questions in a timely man- 
ner. But, again, additional money is needed. 

Finally, we need to have an information system that allows 
people to have better information about the quality of their health 
care plan, their hospital, and their doctor. Our best guess is that 
this would require about $10 per American per year — an insignifi- 
cant amount of money relative to the vast sum of money we spend 
on health care each year, but essential if we are to develop 
information systems and methods for analyzing and presenting 
data that would provide Americans the information they need to 
help choose wisely among plans, doctors, and hospitals. 

Thank you for allowing me to testify. 

Chairman Thomas. Thank you very much. I think you will 
generate some questions. 
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TESTIMONY OF ROBERT H. BROOK, M.D. 
RAND CORPORATION 


I am Robert Brook. I am Professor of Medicine and Health Services at UCLA and 
Director of the RAND Health Sciences Program. I thank the Committee for inviting me to 
testify today on quality assessment and improvement in the context of the Medicare 
program. We are proud of having the most advanced health care system in the world, but 
we also are paying more than any other country to get that care. Market forces have played 
a major role in raising both cost and quality. However, the medical marketplace is much 
better informed about cost than quality, and consequently we get less value from our 
expenditures than we should. 

My purpose is to provide some general comments with regard to maintaining quality 
of care in the Medicare population as welt as in the private sector. Most of my comments 
are based on research we have done at RAND and UCLA over the last quarter century. I 
hope that our findings provide some insight into the importance of measuring quality, as 
well as ensuring that changes in the health care system — whether through competition, 
regulation, or cost containment — are accompanied by a determination to maintain and even 
improve quality of care 

It is critically important that we understand how changes in the way we deliver care 
affect the quality of care and the health status obtained by the American people. This 
testimony will describe the role the federal government should play to assure that the quality 
of the American health care system is at least as sound in the next century as it has been in 
this one, and to make individual patients better able to evaluate the quality of care they are 
receiving. In order to accomplish this, the federal government must provide funds to first, 
to improve the science of measuring and improving quality, second, to support evaluations 
of how changes in government policies and programs affect quality, third, to support efforts 
to make information about the level of quality in managed care plans and other 
organizational structures available to the public, and fourth, to foster quality-enhancing 
behavioral changes by both the providers and purchasers of care. 

Quality of Care Varies Widely 

The absolute need for the federal government to participate in the preservation and 
improvement of quality of care has been underscored by the research findings generated 
over the last 25 years in the quality of care field. Two of our most relevant findings are 
concerned with geographic variation in the use of medical procedures and whether or not a 
given procedure, when it is performed, is appropriate. For example, our research has 
demonstrated that where you live determines to a large degree whether or not you receive a 
medical procedure.[l ] Our research shows that the use of common therapeutic and 
diagnostic procedures such as hemorrhoid removal, coronary angiography, endoscopy, or 
even coronary artery bypass surgery varies as much as 300 percent, depending on the area 
of the country in which you live. This variation in use carmot be explained by differences in 
health status or clinical need Rather, it reflects differences in physician style, and these 
differences in style have profound implications for both cost and quality of care.[2] 

Variation in use, then, leads naturally into the second issue, the appropriateness of 
procedures. Although we would expect that high-use geographic areas have more 
inappropriate care than low-use areas, our data do not support this hypothesis. Instead, the 
proportion of patients receiving a procedure for less-than-appropriate reasons does not vary 
much among geographic areas. Thus, simply reducing the number of procedures by 
changing economic incentives (for example, the proportion of the bill the patient pays or the 
fee collected by the physician) will not reduce the proportion of inappropriate procedures. 

[3, 4] The RAND Health Insurance Experiment, in which we randomly assigned families to 
different health insurance plans that varied in the amount of out-of-pocket medical expenses 
people had to pay, supports this conclusion. [5,6,7] In this study, we found that if care was 
free, people used more of it, sometimes as much as SO percent more than people who had to 
pay half of the cost, up to a preset amount related to their family income. We also found 
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that some of the additional care in the free plan was beneficial and some was not. In fact, at 
the end of the study, we found that people who were enrolled in the cost-sharing plans had 
levels of health status similar to those who were enrolled in fee-for-service plans. On the 
other hand, increasing the amount that a person had to pay for care resulted in an 
indiscriminate decline in care. Some people did not receive care that was beneficial and 
thus suffered health consequences; others avoided receiving unnecessary care that would 
have been more harmful than helpful and thus improved their health status. 

In sum, our research shows that if we are going to contain the growth of health care 
costs in the United States, as most people insist we must, mechanisms that rely solely on 
economic and administrative principles will result in the indiscriminate elimination of care 
that is both beneficial and not beneficial to the patient. We must therefore develop 
mechanisms and policies that eliminate care that is not needed (or even harmful) to patients 
while maintaining care that has been demonstrated to be clearly beneficial In other words, 
we must work toward ensuring that quality, not just cost and access, is considered when the 
structure of the health system is altered by forces such as managed care and competition. 
[8,9, 1 0, 11 , 1 2] We are relying heavily on market forces to give us more for our health care 
dollar. However, no market - health care or other — functions well if it is ill-informed 
about quality. The federal government must play a central role in improving the science of 
quality measurement, in using that information to improve the programs it supports, and in 
fostering the availability of quality information in the private marketplace. 

Providing the resources necessary to maintain a quality health care system will not 
be inexpensive Our estimates show a need of two hundred and fifty million dollars a year 
in new money to improve the science of measuring care, to evaluate the impact of policy 
changes and market forces on quality, and to improve the science of how we change clinical 
and organizational behavior to promote better quality of care. In addition, large sums of 
new operational money - between $5 and $10 a person - are needed to facilitate the 
American people’s choice of health care plans and providers in a competitive marketplace. 
However, compared to the trillion dollars a year this country will be spending on health 
care, it is a bargain if this money can help ensure that quality of care is maintained in the 
next century If this money is not forthcoming, I can almost assuredly promise you that the 
quality and efficiency of the health care system in America will suffer 

Quality of Care Has Measurable Componeots 

What exactly is quality of care and how can it be measured? Our research has 
shown that there are three components of quality. The first is appropriateness By 
appropriateness I mean that when a person receives a procedure, its health benefit exceeds 
its health risk An inappropriate procedure is one for which the benefit to the patient is less 
than the risk. And finally, if the benefit is about equal to risk, we define the care as 
equivocal. Clearly, the most desirable care is that for which the benefit to the patient is 
greater than the risk. Certainly, it would be preferable to discontinue procedures for which 
care is not beneficial. Some might even be willing to give up paying for care in the public 
sector if the cost of the care is very large in relationship to the benefit. At any rate, research 
has concluded that for many procedures, up to one quarter of those being performed could 
be eliminated without affecting the health status of the American people [1 1-17] On the 
other hand, it is equally true that many people, including those enrolled in the Medicare 
program, do not receive procedures that would improve their health. [18, 19] 

The second important component in measuring quality is the technical excellence 
with which it is delivered. For instance, we want to be sure that when coronary artery 
bypass surgery is performed the mortality rate is low, there are few complications, and the 
inseaed arteries and veins stay open for a long time. We want to be sure that if an X ray or 
mammogram is taken, it is of sufficient quality that important lesions can be detected. In 
essence, it is not enough for a procedure to be appropriate, it must also be performed well. 

The third component of quality of care is patient satisfaction. All of us, when we 
visit a physician or health care facility, would like to be treated humanely and with dignity 
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Satisfaction is the component of care that is often most obvious and most easily measured. 
It simply involves asking patients about their experiences with care. However, it can also 
be the least valid measure of quality, because without better information about 
appropriateness and technical quality, patients can be fooled They can be satisfied with the 
manner in which they are treated, but they actually may be receiving “care” that is 
inappropriate or technically very poor, and this may produce undue suftering and even 
death. 


All three of these components of quality can be measured using tools developed 
over the past 2S years. However, the science of medical care does not stand still. If quality 
is to remain on the agenda while the health care system is radically changed by competition, 
cost containment, and regulation, the tools to measure quality must be continuously 
improved and must be made available in the public domain As the information base of 
medicine changes, so must the tools to measure the quality of that care 

Federal Government Can Help Preserve Quality of Care in Four Ways 

!) Support the Development of Better Quality Measurement 

What roles can the federal government play to make sure quality is maintained or 
even improved into the next century? The first priority of the federal government must be 
to ensure that the science of measuring quality is maintained at the highest possible level and 
that the resources necessary to do this are provided Public sector funds must be available 
to improve and develop the tools for measuring quality. And, these tools must be made 
available to all who have a stake in maintaining quality health care, whether they be 
managed care organizations, businesses, labor unions, physicians, nurses, consumer groups, 
or individuals Unless these tools are available to the public, it is likely that price 
considerations, not quality, will be shaping the health care system five or ten years from 
now. And as our research has demonstrated, this will result in the dismissal of a large 
percentage of care that is necessary and will encourage a flight toward mediocrity. 

The government’s role in developing tools to measure quality of care has been 
demonstrated at RAND on numerous occasions. For example, a large federally funded 
grant from the Health Care Financing Administration enabled us to evaluate how the 
introduction of the Prospective Payment System affected quality of hospital care for 
Medicare patients.[20-22] This new hospital reimbursement system was established in 1983 
to help control rapidly increasing Medicare costs Before 1983, Medicare reimbursed 
hospitals on a cost-plus basis for each component of inpatient care, but under the new 
system. Medicare now pays a single lump sum for each admission, based upon the patient’s 
diagnosis. To date, the RAND evaluation is the only national clinical evaluation of this 
program In our study, we developed tools to measure the process of care, that is, what 
health care providers did to patients with one of six common medical conditions — heart 
attack, heart failure, stroke, pneumonia, hip fracture, and depression. We also developed 
tools to measure how sick the patient was at the time of hospitalization and what happened 
to patients after the hospitalization was concluded. Our evaluation of the impact of the 
Prospective Payment System on these dimensions of quality indicated that, by and targe, the 
reimbursement of hospitals prospectively did not result in an overall decline in patient 
outcomes or in what physicians did to patients while they were hospitalized We did, 
however, find one disturbing result; Patients were discharged from the hospital more 
quickly and in a clinically more unstable condition than before, and a significant number of 
these patients died unnecessarily We concluded that if Medicare is going to change how it 
reimburses hospitals, it is incumbent upon the federal government to ensure that this policy 
decision does not harm patients. An ongoing evaluation of the impact of the Prospective 
Payment System on quality is needed, and other studies such as the one I’ve described 
should be undertaken, especially if policies to further contain the cost of the Medicare 
program are implemented 


The tools we developed in this project enabled us to reach another important 
conclusion. We found that there are wide variations in the quality of care delivered in U S. 
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hospitals. A patient admitted with a heart attack to one of the hospitals rated in the top 2S 
percent of hospitals in terms of quality of care was much more likely to survive than was a 
patient admitted to one of the worst 25 percent of hospitals. After controlling for severity 
of illness at admission, we found that an additional six out of 100 patients admitted to a 
hospital in the bottom twenty-fifth percentile died. This increased mortality rate was due to 
a lower level of both physician and nursing quality as well as to a lack of available 
technology such as intensive care units. This research, when coupled with other studies, 
suggests that perhaps as many as one-quarter of hospital deaths for some common medical 
conditions, such as heart attack or pneumonia, could be prevented. [23] 

The development of methods and tools fi>r measuring and promoting quality of care 
has Just begun to pay off! We are making new breakthroughs every day, and it is absolutely 
imperative that the federal government provide substantial new monies to the federal 
agencies supporting this research. I’m thinking in particular of the Agency for Health Care 
Policy and Research (AHCPR), which bears the primary responsibility for ensuring that 
quality of care is maintained throughout the American health care system The research 
community needs 1 00 million dollars of new money a year to continue its research on the 
measurement of quality of care I contend that the price is well worth the benefits we and 
our children will reap. 

2) Monitor the Effects of Changes in Policy and Markets 

The second role of the federal government, as partially illustrated by the above 
study, is to monitor continuously not only how changes in policy at both the state and 
national level, but also how developments in the health care marketplace, affect quality of 
care. In order to eliminate policies and programs that are harming people, or to improve 
upon policies that do work, we must know not only their effect on cost but also on quality, 
as assessed at a clinical level. The federal government is the only entity that can provide 
funding to answer many important questions. For example: Are market forces increasing 
or decreasing quality? Do Aftican Americans receive lower quality of care than 
Caucasians? Is the likelihood of surviving a heart attack the same in rural America as it is in 
urban America? Are we implementing policies that are decreasing the level of quality, or 
increasing variations in quality, across regions of the country or across ethnic or racial 
groups? And finally, how do we stack up internationally? Is quality of care better in the 
United States or Switzerland? In what country would you have a greater likelihood of 
surviving a heart attack and why?(24] To answer these questions, the research community 
needs funding support in the amount of SSO million a year. 

3) Develop an Information System 

The third role for the federal government is to help stimulate in the private sector, or 
to develop in the public sector, an information system thru will provide to the entire U S. 
population information about how their choice of a health care plans, and perhaps even their 
choice of a hospital or doctor, affects the quality of care they receive. Provision of this 
information must involve the private sector through a private-public partnership. However, 
its success is critically dependent upon improving the science of measuring quality and 
making the measurement tools available in the public domain, as described above. The cost 
for such a system will be 5 to 10 dollars per poson per year. Again, research has 
demonstrated the need for such an activity. Although not relevant to the Medicare 
population, work we have done with managed care organizations has shown that the quality 
of prenatal care varies remarkably depending upon which organization one goes to. [25] 
Similarly, the likelihrxxl that a woman receives an unnecessary hysterectomy varies by the 
managed care plan she chooses. [26] Finally, research in New York and Pennsylvania has 
shown that the likelihood of surviving a coronary artery bypass surgery depends not only on 
the hospital where the surgery is done, but also on the physician one chooses and that 
higher cost does not guarantee higher quality. [27,28] If such information were available to 
help people choose in which plan they should enroll, reform based on market forces would 
consider both quality and cost, and hopefully the better organizations, not necessarily just 
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the cheaper ones, would survive as cost containment or reduction in the growth of the 
health care industry occurs. 

4) Help Implement Behavioral Change 

The final role for the federal government is to increase the fundamental scientific 
knowledge about how one helps organizations, physicians, or hospitals to change so that 
they can deliver better care and more cost-effective care. Research by sociologists, 
economists, clinicians, and psychologists is needed in this area to answer many important 
questions. For example; How can the productivity of a physician visit be measured? What 
behavioral techniques work best to produce cost-effective care? What incentives are 
effective in changing physician and nurse behavior ? Do different organizational structures 
result in different levels of quality^ Answers to these questions will help the health industry 
produce a better product. An investment of a 100 million dollars a year is needed to 
improve science in this area alone would not be loo much 

Conclusion 

The science of measuring quality of care has come a long way in the past quarter 
century. This scientific progress owes a lot to the Agency for Health Care Policy Research 
(AHCPR) and its predecessors. Health Care Financing Administration (HCFA) has 
sharpened the application of this science through its efforts to improve quality in Medicare 
and Medicaid, for example, through the PRO program. 

It is feasible that within a few years, if our efforts in this area are expanded, the four 
goals of federal policy envisioned above could be achieved However, to accomplish this 
the research community needs at least $250 million a year in new money to improve the 
science of quality measurement, to evaluate policy and program changes, and to make 
quality of care information available in the private marketplace. The natural home for these 
new monies should be the agency which has the mission to perform such tasks, namely the 
Agency for Health Care Policy and Research. 

We can develop and implement policies to improve the efficiency and effectiveness 
and quality of our health care system We must make a concerted effort to keep quality on 
the agenda and to make sure that quality and price receive equal consideration In the 
absence of information on quality, it is cost that will drive decisions about changes in the 
health care system. If this is the sole engine by which we alter the health care environment, 
one thing is certain ~ mediocre organizations, mediocre physicians, and mediocre hospitals 
will be the ones that survive, rather than the organizations, physicians, and hospitals that can 
make the American health care system the best in the world and the ones to which, when we 
become sick, we would like to go. We can measure quality of care, we can evaluate how 
federal and state policies affect quality, and we can help to ensure that the best 
organizations are the ones that survive in a competitive marketplace, as opposed to those 
that merely contain costs and restrict the level of technical quality they provide to a level 
that may harm patients. We can do better, and the government has a vitaj role in ensuring 
that we do so. 
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Chairman Thomas. Dr. Detmer. 

STATEMENT OF DON E. DETMER, M.D., PROFESSOR OF 

SURGERY AND HEALTH POLICY, AND VICE PRESIDENT AND 

PROVOST FOR HEALTH SCIENCES, UNIVERSITY OF VIRGINIA 

Dr. Detmer. Thank you. I am pleased to be here. Thank you for 
this opportunity. I also am a physician and maintain an active 
practice in peripheral vascular surgery. In addition, I chair the 
Board of Health Care Services at the Institute of Medicine. I also 
chaired the lOM Committee on Improving the Patient Record. 

I particularly want to respond to your question about ways to 
best assure quality of care as well as provide to beneficiaries the 
information they need to make good health care decisions. What 
should the Federal Government do now to allow us ultimately to 
secure these ends? First and foremost, the government should 
make a comprehensive commitment to the computer-based patient 
record. 

Today health care is undergoing a ground shift of seismic propor- 
tions. At its best, our health care system delivers professional 
quality of care. Our Nation is now making a rapid transition to 
managed care, integrated health care systems, and this change has 
many positive features, and the country clearly had to do some- 
thing about our way of organizing and financing care. 

It is also true that every American has a lot at stake in these 
changes, and there is a real potential for strip-mining our health 
care system. Political leadership will be required to assure that 
managed care is implemented on a level playingfield with respect 
to quality; that there be competition on value rather than price 
alone; and that there be valid public report cards on performance. 

One cannot assure the value of anything without reliable and 
valued data. In looking forward in time, we will not have all the 
data we need without robust computer-based records and 
computer-based record systems. Professional quality care is meas- 
urable, but its measurement is subtle and complex, including pa- 
tient satisfaction, cost, and the severity of illness being treated. 

If professional care is to be assured in the future, it will spring 
from continued Federal support and enhanced support of health 
services research as administered through HCFA, the AHCPR, and 
a few other agencies. Continued funding of health services research 
and computer-based records by ACPR and HCFA will be critical. 

Computer-based patient records will allow us to monitor care 
continuously, automatically issue appropriate reminders, provide 
access to clinical practice guidelines relevant to the case at hand, 
and take actions to assure better outcomes. With such an approach, 
our medical knowledge will become progressively more evidence- 
based and less opinion-based. 

Person-specific relevant medical data on a right-to-know and 
need-to-know basis must be available across the Nation. If a 
Californian is visiting Monticello and soon thereafter arrives 
comatose at our emergency room at the University of Virginia Hos- 
pital, the outcome of care may well depend on our gaining prompt 
access to relevant information in her medical record. Similarly, a 
resident in Washington should be able to access the record of his 
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own vascular illness to assure its accuracy and participate intel- 
ligently in his care. 

When the Federal Government commits fully to the CPR concept, 
we will have a law mandating a policy on confidentiality, privacy, 
and data accuracy. 

Standards would be established for data elements, vocabulary, 
transport of patient data, and security to protect patient privacy 
and confidentiality as well as data integrity. Market forces alone 
will be inadequate to drive standards developments far enough and 
fast enough. Federal support would accelerate progress to the 
benefit of all, particularly the marketplace. The government would 
create discrete identifiers for each individual, health professional, 
and health institution. 

These are key recommendations of the 1994 Institute of Medicine 
Report on Health Care Data Systems and has, again, surprisingly 
wide agreement. 

Our Nation will have an information superhighway. We must 
assure that health information crucial to professional quality of 
care can ride on it. Without prompt action at the Federal level, our 
State laws and policies will be inconsistent and very tough to 
straighten out later. 

But most importantly, why should some patients suffer unneces- 
sarily when the information exists but we cannot get to it in times 
of legitimate need? 

At times, personal. State, and national answers can only be 
researched . through policies set at the Federal level. Many of us 
share a vision of comprehensive delivery systems which provide a 
continuum of high quality services in a cost-effective manner. 
However, integrated delivery systems without integrated informa- 
tion systems are a misnomer. 

Unless and until we develop the medical data systems that 
provide timely, accurate, consistent, complete and successful data 
to meet legitimate needs, we will never achieve the level of clinical 
knowledge that is possible, we will never be cost effective in our 
care, we will never assure quality of care, nor will we achieve the 
level of health that the American people deserve. 

Thank you for this opportunity to share my views. I will be 
happy to respond to questions as I can. 

[The prepared statement and attachment follow:] 
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STATBMEhrr OT IX»I E. DEIMER. Vio. 

BEFORE THE SUBCOMMITTEE ON HEALTH 

Committee oo Wqrs nd Iitens 
U.S. House of Rj^teseotitives 

Msrdi21, 1995 

Qudnnin Tboms — of tfic »w »« *** f 

Tlisiikyoa. My name is Doa E Deliiier. lanUmvenityPiofessotofiuigeiy indHealth 
Policy, and Vice Pr es ident end Provost for HfshKSrimca it die University of Viiginis in 
Chntettesville. Imiiraiinmectivepnaiceofpeiqihetilvmculsrsutgety. Inaddition,! 
cunentlycliiir the Board on Health CiR Services of die Inatitiiie of Medicine. From 
19S9to 1991 1 chaired the lOMCoomiitlee on Inqnoving the Patient 
Record . 

Four years ago. 1 spoke to this subocminitlee dnot the oitical role of computer-based patient 
records (CPRs) in imptoving the quality and coelrofling the costs of health care. I am pleased to 
be here today to respond to Chamnan Thomas request to hear about 'ways to best assure 
professional, quality care as well as provide to the beneficiaries the information they need to 
make good health care deciskns.' I will fiocos more on die former than on the latter but both are 
obviously important. 

What should the federal government do now? First and foremost, the government should make a 
comprehensive commitment to the Compumr-Based Padem Record. Parts of the government are 
heavily committed but others arc not The entire government needs to commit to the computer- 
based patient record by addressing the perfbimance erneria presented in the 1991 lOMCPR 
Report. {1} 

Today, health care is undergoing a ground shift of seismic proportions. The partial list of changes 
underway are identified on the last page of my testimony. At its best, the U.S. health care system 
delivers professional, quality cate. Our oatioo is now nulring a rapid transition to maruiged care 
and this change has many positive features. The country clearly had to do something about our 
way of organizing and financing care. 

It is also true that every American has a lot at stake in the outcome of this change, and it is in our 
collective interest to take all reasonable steps to assure psofessiona], quality cate in the future. 
The coming changes do hold a real potential for strip-mining American health care. 

The Institute of Medicine recently created a <p^»t initiative to keep an eye on what happens to 
quality in the months and years ahead. Political leadership will be required to assure that 
managed care is implemented on a level playing-field with respect to severity-of-illness 
adjustment, appropriate cost-containment, public report cards on performance, and 
quality through competition on value rather than price alone. 

One caruiot assure the value of anything without reliable and valid data, and we will not have 
such data without robust CPRs and CPR systems. Our nation's quality measurement efforts have 
been based over the years within the HealA Care Financing Administration (first through the 
PSROs and, more recently, the PROs), NCHSR. and more recently, in the Agency for Health 
Care Policy and Research (AHCPR). These agencies have done yeoman's work developing the 
methods needed to track our p r o gi e ss and improve medical practice. Health services research is 
now coming of age and its potential to improve the cost-effectiveness and productivity of 
health care is begirming to be felL Most recently, AHCPR has been funding very important work, 
particularly those projects which link quality measurement to medical informatics (the use of 
computers to address medical needs of various types). 

Continued funding of health services research by HCFA and AHCPR is crucial, especially when 
one considers the size of the federal government's health care investment. One carmot assume 
that this work will be done by the private sector. Rather, as one looks forward to managed care, 
the private sector will more likely become less willing to share data which have substantial 
proprietary value. 
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My second observation is that professional, quality care is measurable, but its measurement is 
subtle and complex, involving a number of relevant dimensions including the process and 
outcomes of care, patient satisfaction, costs, and the severity of illness being treated. If 
professional care is to be assured in the future, it will spring fiom information derived fiom 
computer-based patient records and as a result of federal support of biomedical research through 
the National Institutes of Health and of health services research and development through 
AHCPR, HCFA, and other agencies. 

Third, professional, quality care typically requires an initial investment in order to save money 
over the long term. For example, if you don't pay the costs needed to sterilize surgical 
instruments properly, you will pay more later to care for the postoperative infections. The same 
is true for immunizations and other preventive measures which avoid morbidity. 

Fourth, only computer-based patient record systems will allow us to monitor care continuously, 
automatically issue appropriate reminders, provide rapid access to clinical practice guidelines 
relevant to the case at hand, and take actions to assure better outcomes. Person-specific 
relevant medical data on a right- and need-to-know basis must be able to cross the nation. Let 
me bring this closer to home. If a Californian visiting Monticello arrives comatose at our 
emergency room at the University of Virginia Hospital, her life may depend otk our gaining 
prompt access to the information in her medical record. Less dramatic but nonetheless 
important, a resident of Bethesda seen in consultation in my vascular clinic should be able to 
access his own record to assure its accuracy and to participate intelligently in his care. 

Recent studies have shown that when beneficiaries enter information about their own health into 
a computer-based patient record, the data are more complete and accurate. One recent study 
documented that, in Slpercent of the cases in an outpatient clinic, physicians using current 
paper-based systems could not find all the patient information they desired during a patient's visit 
(Tang, Fafchamps, and Shortliffe). The results of missing information are delays in care, repeated 
diagnostic tests, added patient discomfort or work, and/or decisions made without 
the full range of needed data. Quality is compromised and costs go up. 

It is fairly straightforward to describe how patient data should flow to enhance quality of care. 

We should be able to (1) capture data as a natural by-product of providing care or at least through 
one-time data entry by health care professioiuds; (2) store the data in a retrievable format; (3) 
transfer data among the various sites of care that serve patients; (4) aggregate the data and 
provide access to health services researchers for public health and policy purposes; and (S) bring 
up-to-date research results to the clinicians at the point of care. With such an approach our 
medical knowledge will become progressively more evidence-based and less opinion-based. I do 
not intend to imply that any of these steps are easily achieved. Although such an information 
flow makes eminent setue for health care, it will take a number of policy and technicrti steps to 
accomplish this vision. 

When the federal government conunits fully to the CPR concept, much more will happen in 
Washington and also across the country. We would see a law mandating a comprehensive 
preemptive federal policy on confidentiality, privacy, and data accuracy. It would be tough and 
would result in encryption efforts and substantial penalties for putting one's digital nose in the 
wrong place. This is a key recommendation of a 1994 lOM report on health data systems, and 
experts have a surprising degree of agreement on this issue. Such legislation deserves to be a 
very high priority. 

Second, a variety of standards should be established to cover a set of patient data elements, for 
vocabulary to ensure consistent meaning of patient data, for messaging to allow transport of 
patient data within and among institutions, and for security to protect patient privacy and 
confidentiality as well as the integrity of the data. The goverrunent would create discrete 
identifiers for each individual, health professional, and health care institution. Whether the 
personal identifier is the Social Security Number plus an additional private personal 
identification niunber, or PIN,or a totally new number, I don't know. I do know we need 
discrete identifiers. 

Although a lot of time and effort has been devoted to standards, much more remains to be 
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accomplished. In the U.S., standards developiDeni has relied laigely on volunteers who fund their 
own efforts. It is not at all cleat diat market forces alone will be to drive standanls 

&velojment &r enough and fost emu^. Federal sqiport through funding, incentives, or evoi 
mandates would ^ a tong way toward acederatiagtto process. 

Our nation will have a infonnatioa superhighway. We must assure that health information 
crucial to professional, quality care can tide on it Some of these issues were addressed in 
several bills introduced during the t03rd session ofCongress-S1757/HR 3600 andS 1494/HR 
3137. Without {uomptactkm at the federal level we ^lall inherit a patchwork ofstate laws and 
policies vidiich will be inctMiastent and which will be a nightmare to rtra^tmi out later. Kwp in 
mind that aiqiroxittudely half of the nation’s people receive care across state lines. Stateshave 
major roles to play in healdi cate but data must be able to move and must be understandable fiom 
one state to another. Personal, state and national interests at times can only be served through 
policy set at the federal level. 

Finally, partnerships with the private sectw should increase, with the government paying costs at 
fair market prices to buy needed health cate information from health care organizations, 
including insurers. Fuifrier, govenunent should continue substantial investments in research and 
development as well as informatics educadoa The other needed standards would allow 
legitimate work to move forward wife resultant improvements in petsoiial health care. 

As reliable, accurate data from fee point of care are generated, secondary data sets drawn from 
this information can generate fee intelligence needed to wisely inform individuals and the public 
in general wife what they need to make perstmal choices. The Professional Review 
Organizations and other national public health agencies such as the AHCPR, fee Center for 
Disease Control, and fee Food and Drug Administration will then have fee reliable and valid data 
they need to address their marulates The results of these efforts will be reinfused into 
professioiud activity throu^ fee Natirmal Library of Medicine and other units of the National 
Institutes of Health. 

And last and only if needed, federal cost-sharing wife fee private sector should be considered if it 
is needed to diffuse computer-based patient records across fee country at the end of the decade. 
This might particularly be needed in more isolated parts of fee nation if we are to 
bring professional, quality care by eStordvely using telemedicine. 

Many of us share a vision of comprehensive integrated managed health care delivery systems 
which provide a continuum of high quality services in a cost-effective manner . Integrated 
delivery systems without integrated infotrtuaion systems are a misnomer. Unless and until we 
develop the medical data systems feat provide timely, accurate, consistent, complete, and 
accessible data to health professirmais and, the public as appropriate, we will never achieve the 
level of clinical knowledge that is possible, we will never cost-effective in our care, 
we will never assure quality care, nor we will ever achieve the level of health that the American 
people deserve. 

Thank you for giving me this opportunity to share my views with you. I wilt be pleased to 
respond to any questions or comments. 
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FOOTNOTES***«*»»«*****»******»***»******* 

{ 1 } According to the lOM committee, comprehensive. CPRs and CPR 
systems should: (1) contain a problem list; (2) support systematic 
measurement of health status and functional level; (3) document the 
clinical rationale for patient care decisions; (4) link to other clinical 
records across settings and across time to provide a longitudinal record; 
(S) provide comprehensive confidentiality safeguards; (6) offer easy 
access to authorized users; (7) allow selective retrieval and formatting of 
information; (8) link to local and remote knowledge, literature, 
bibliogr^thic, or administrative data bases and systems; (9) assist in the 
clinical problem solving process; (10) support structured data collection 
and store data using a defined vocabulary as well as support direct data 
entry by practitioners; (1 1) aid in the management and evaluation of 
quality and costs of care; and, (12) be flexible and expandable. 
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Buk TnaifarButiaas in Hctlth <^re 
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mediemt care 

ktaWt care 1 

■cute, qiisodic care 

Isogitudinal, chronic care 

u^atleat 

ou^Atiest 

illness 

iilness/wellness 

mdividuais 

mdividuais and pt^lations 

"oOQ'System* health care system 

comprehensive, integrated health care system 

fec-for-scrvice 

capitation 

credentials; technology 

price> then value 

treditiooal authority 

scientific evidence 

paper-based 

computer-based 

MD dominance 

muitidisciplinaiy team approach 

3* specialist 

generalist/spccialist 

basic biomedical research 

basic, applied, and health services research 

white male leadership 

diverse leadership 

paternalistic bdiavim^ mocki 

collaborative model of behavior 
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Chairman Thomas. Thank you very much, Dr. Detmer. I thank 
the entire panel. The gentlewoman from Connecticut, Mrs. John- 
son, will inquire. 

Mrs. Johnson. Thank you, Mr. Chairman. I thank the panel for 
your testimony. You have raised so many questions, it is hard in 
5 minutes to know where to start. 

First of all, I am absolutely fascinated by your optimism. As an 
optimist, that is a surprising statement. Two little questions. Does 
all of this research include VA hospitals as well as for-profit and 
nonprofit hospitals? And also, can you measure the impact of 
preventive actions as well as you can measure the impact of illness- 
related or incident-specific actions? 

Anybody who wants to comment on those things. 

Dr. Brook. The answer to the question is that we can measure 
the effect of preventive care on both cost and health outcomes. We 
have just published a paper, which we will be happy to send you, 
on the diagnosis, management, and treatment of early breast 
cancer. We did various cost-benefit analyses related to mammog- 
raphy screening and we presented the results in a way that pro- 
vides managed care organizations with information about 
strategies for managing women that have breast cancer. 

Chairman Thomas. We would very much like to have a copy of 
that. 

[The information follows:] 
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Special Communication 


Benefits and Costs of Screening and 
Treatment for Early Breast Cancer 

Development of a Basic Benefit Package 

Herman Kattlove, MD, MPH; Alessandro Liberati. MD; Emmett Keeler. PhD. Robert H Brook MD, ScD 


Objective.— To develop a basic benefit package for detection and treatment of 
early breast cancer by evaluating the effectiveness and coste for screening mam- 
mography, primary surgery, adjuvant therapy, artd follow-up care. 

Data Sources. — Published articles were retrieved through MEDLINE; additional 
articles were obtained through searches of their btUiographies. Cancer statistics 
were taken from Surveillance, Epidemiology, and End Results (SEER) Program 
data, population statistics were taken from US Census data, and charges from 1 993 
Southern Caiifomia Medicare fees were used to represent costs. 

Study Selection. — Studies were selected on the basis of their design. Prefer- 
ence, in decreasing order, was given to meta-anafyses of randomized trials, indi- 
vidual randomized clinical trials, prospective cohort studies, retrospective cohort 
studies, and case series. 

Data Extraction. — Studies were examirted for the effect of the intervention on 
overall survival, disease-free survival, and health-related quality of life. We evalu- 
ated effects OTi survival in terms of number of lives saved at 10 years and average 
years of life saved. Costs were related to the benefits observed and nvxleled onto 
a hypothetical health care orgarkzation of 500000 lives 

Results. — Based on this analysis, we recommend a basic bermfit plan for the 
detection and treatment of earty breast cancer that would indude the following; (1 ) 
screening mammography only for women aged SO to 69 years; (2) choice of mas- 
tectomy or breast-conservirig surgery with radiation therapy l(x all women with early 
breast cancer; (3) adjuvant therapy ^ all women at risk of recurrence; and (4) only 
clinical follow-up without routir>e testing for metastatic deease. 

Conclusions. — By choosing which services they provide to specific groups of 
patients, providers can substantially reduce their expenses and still provide quality 
health benefits. 

iJAMA 1995273.142-148) 


ONE OF THE recurrent questions in 
the health care system reform debate is 
how to define the benefits that should 
be provided equally to all citizens. De- 


Frocn RAND. Santa Monica. Calit (On KankN?. 
Libetati. Keeler end BrooA): the OeparVnani o( Medi- 
cirw (Dts Kattlove ar>d Brook) and the Center tor HeaRh 
Scteoces (Or 6ro(*}, University of Colifomta. Uk 
A ngetes; and the Laboratory of Otnicai EpKtemKitogy. 
Istituto di Ricerche Faimacologiche ‘Mario Negn,' M. 
Ian, Italy (Or Uberaii) Or KattkM is now with SalcfcNar 
Inc, Los Artgeles. Calif 

Reprint requests to RANO Corporatnn. 1700 Man 
St PO Box 2136. Santa Monica, C.A 90407-2138 
(Or Brook). 


veloping such a basic benefit package is 
difficult. Evidence about health out- 
comes, patient preferences, and costs is 
required. Regrettably, it is easier to es- 
timate the expense of medical care than 
to project the benefit. Assessing patient 
pr^erences is equaUy difficult. 


See also p 149. 


Bearing in mind all of these problems, 
we have used an explicit approach to 
estimate benefits of and expenses for 
services that are offered to women to 


detect and treat early breast cancer 
(found in the bi’east or axilla only). Breast 
cancer occurred in 182 000 women in the 
United States in 1993,' consumed more 
health care dollars ($6.5 billion in 1990) 
than any other cancer,^ and has been 
well studied. 

We discuss four main decision points 
in the diagnosis and treatment of early 
breast cancer screening mammography, 
primary surgery, adjuvant therapy, and 
follow-up care. We have applied data on 
the expense and benefits of these four 
services to a hypothetical health care 
organization of 500000 lives in which 
360 new breast cancer cases would oc- 
cur yearly. 

METHODS AND ASSUMPTIONS 
Literature Review and 
Assessment of Evidence 

We searched MEDLINE for each of 
the four topics (screening mammogra- 
phy, surgery, adjuvant therapy, and fol- 
low-up care) ^om 1980 to 1993 and added 
references from other articles and re- 
views (Appendix Table 1; appendix 
tables are available from the National 
Auxiliary Publication Service ( N APS)). 
For each of these topics, based on a 
modification of the scheme of the Ca- 
nadian Task P'orce on Periodic Health 
Examination (Appendix Table 2),’ we 
developed summary judgments of the 
strength of the evidence concerning ben- 
efits. We assessed the published studies 
according to a hierarchy that weighted 
meta-analyses and randomized clinical 
trials over prospective cohort studies, 
retrospective cohort studies, and case- 
control studies or case series. 

Co«ts and Benefits 

The costs of services could not be eas- 
ily defined. As a proxy, we used charges, 


Reprinted by permission from Journal of the American Medical Association, Vol. 273. No. 2. January 1 1. 1995. pp. 142-148. Copyright 
© 1995 American Medical As.socialion. 
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Tab(« I .—Charges and BenefFts of Screening Mammography* 
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lor ages 40-49. three screens over 6 yeers lot ages 50 to 69, and two screens over 3 years lor ages 70 to 74. 

^Swedish overview* found mortality ratio of scraertedicontrol^ 97 (95% confkiance tnlerval. 0.63-1^. Numbers in parentheses reflect sensilivtty analysis It 0.67 is correct, 
and 1 64 per 1000 would die without screening 

^Survival ot the screened group is better lor the first several years, but at 10 years the sumval curves of the screerted and control groups meet. 


namely, Transamerica Occidental Life 
Southern California 1993 Medicare rates. 
The benefits for various services are 
presented for every year (or fraction of 
a year) of extra lifespan or per life saved. 
Our use of “the cost of saving a life" is 
presented strictly for comparison pur- 
poses; we do not intend to place a mon- 
etary value on a human life. 

The extra life span was calculated from 
the DEALE formula^: 

Gain=(L/[l +d,LJ)-(L/l] +d,L]) 
where L is the life expectancy at the 
midpoint of the described interval; d„ 
the hazard for treated patients; and d^, 
the hazard for untreated patients. This 
formula was used where the hazards for 
both groups are known, as is the case for 
adjuvant therapy. For screening mam- 
mography, we estimated extra lives 
saved at lOyears and extra lifespan fhtm 
survival curves for the 10 years follow- 
ing screening. Survival curves were de- 
rived by using the actuarial estimate 
given in Miller.^ When hazards were not 
known, the extra life span was calcu- 
lated from the following formula; 

Gain=(SGxNS)+(LS,oXLE„pno) 
where SG is the sum of the survival 
gains per person in the 10 years follow- 
ing initial screening; NS, the number 
screened; LSia, the lives saved at 10 
years; and LEmp^io. the life expectancy 
of average US women whose age is 10 
years more than the midpoint of the age 
range screened. We also used the con- 
cept “number needed to treat” of Laupa- 
cis et al® to determine the cost of saving 
a life. For example, if a treatment saved 
one life for every 10 treated, then the 
cost to save one life would be the cost of 
treating 10 patients. 

Screening MeninH>gniphy 

The only benefit we considered for 
screening mammography was survival; 
we did not consider health-related qual- 
ity of life because such data were not 
systematically collected in the screen- 
ing trials. Studies^ *® of screening mam- 
mography found a 30% reduction in mor- 
tality for 50- to 69-year-old women who 
were screened, but no statistically sig- 
nificant benefit for those older than 70 


years or younger than 50 years (Appen- 
dix Table 3). 

To estimate the benefits of screening 
mammography and the costs of these 
benefits, we used data from Tabar et al'® 
who presented mortality figures by year 
for women in each of the four age groups 
in two Swedish counties. Results from 
the two counties were not significantly 
different so the data were pooled in a 
survival analysis (Table 1). We estimated 
the charge for mammography at $88.50 
per person screened. This includes both 
the charge per mammography ($77) and 
the charge ($11.50) for evaluating posi- 
tive mammograms. Data fix>m the 
United Kingdom study” on the speci- 
ficity of screening was used to calculate 
this charge. Although the literature does 
not support a statistically significant ben- 
efit of screening on mortality for woman 
aged 40 to 49 years, we performed a 
sensitivity analysis based on the 13% 
nonsignificant survival benefit contained 
in the overview of the Swedish studies.* 

Primary Surgery 

None of the studies'®^ demonstrated 
a survival advantage for a more exten- 
sive procedure (eg, mastectomy over 
breast-conserving suigery), although 
breast-conserving sui^ry was associ- 
ated with a higher incidence of local re- 
currence (Appendix Table 4). This con- 
clusion is not affected by the recent re- 
analysis of the National Surgical Adju- 
vant Breast and Bowel Project B-06 trial 
available from CancerNet through the 
Internet® We reviewed four dimensions 
of postsuigicai health-related quality of 
life®*'®* (fear of recurrence, psychologi- 
cal adjustment, body image, and sexu- 
ality) and found that, in most studies, 
patients undergoing breast-conserving 
surgery had a better body image than 
those undergoing the more extensive 
procedure. None of the other dimen- 
sions (particularly fear of recurrence) 
was affected by the type of surgery (Ap- 
pendix Table 5). 

Medicare allows $4166 (for the sur- 
geon, anesthesiologist, and hospital) for 
the more extensive procedure and a to- 
tal of $10918 for breast-conserving 


therapy and radiation therapy ($3511 
for breast-conserving surgery and $7407 
for radiation therapy). Thus, the need 
for radiation therapy to prevent local 
recurrence increases the cost of breast- 
conserving surgery by $6752 over that 
of the more extensive procedure. 

Adjuvant Therapy 

We derived our conclusions about ad- 
juvant therapy from the meta-analysis 
of the Early Breast Cancer Trialists’ 
Collaborative Group,®* which considered 
overall survival; insufficient data are 
available on the impact of this treat- 
ment on health-related quality of life. 
This meta-anaJysis concluded that ad- 
juvant polychemotherapy for patients 
younger than 50 years reduced relative 
mortality by 25%; adjuvant polychemo- 
therapy for those aged 50 years or more 
reduced relative mortality 12%, while 
tamoxifen for 2 years reduced relative 
mortality 20%; the two modalities com- 
bined reduced relative mortality 30% 
(Appendix Table 6). 

To calculate, expenses, we used the 
standard cyclophosphamide, methotrex- 
ate, and fluorouracil (CMF) regimen for 
chemotherapy. The charges for the nine 
treatments ($2523) include chemo- 
therapy drugs, antiemetica, administra- 
tion of these, supplies, blood cell counts, 
and physician visits. For women older 
than 50 years, we considered tamoxifen 
for 2 or 5 years or tamoxifen for 2 years 
with the addition of CMF polychemo- 
therapy (Table 2). We did not add an 
extra charge for surveillance for endo- 
metrial cancer because that surveillance 
would be part of routine foilow-up for all 
women who have a uterus. 

Follow-up 

To assess the effectiveness of routine 
follow-up testing for women with early 
disease, we used the recently completed 
Italian randomized clinical trials that 
compared intensive with routine sur- 
veillance®*'®^ and other, less rigorous 
studies.®^* These studies have indicated 
that most recurrences, when detected, 
were symptomatic, and that routine fol- 
low-up testing did not improve survival 
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Tabto 2.— Charges and Bsrwfits Ol Adiuvant Therapy for Women With Earty Breast Cancer at Drtlerent Risks of Dying 
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Table 3. — Charges and Benefits of Screanirtg Mammography in a Hypolheticaf Health Care Organization of 500000’ 
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nor did it seem to influence health-re- 
lated quality of life (Appendix Table 7). 

Routine surveillance, which includes 
office visits ($35) four limes per year 
and screening mammography yearly, 
would incur charges of around S22S per 
year. Charges for a more intensive ap- 
proach that would add an annual bone 
scan ($263), liver echogram ($94), chest 
radiograph ($38), and routine blood testa 
($17) would be at least $640 per year. 
We have not included additional charges 
for evaluating false-positive results be- 
cause recent data to estimate them are 
not available. 

Model Health Care Orgenbatlon 

Benefits and charges for detectii^ and 
treating early breast cancer in a hypo- 
thetical health care organization with 
an enrolled population of 500 000 are pre- 
sented. In this population, which rep- 
resents a cross section of the US popu- 
lation, 360 new cases of breast cancer 
would be expected each year. Of these. 


approximately 83.5% or 300 would be 
stage I or II infiltrating carcinoma.’^ 

RESULTS 

Decision 1— Who Should 
Be Screened? 

If we use the concept of a package of 
several screens as detailed by Tabar et 
al,'®we estimate it would cost the health 
plan $ I L9 million over 6 years to screen 
50- to 69-year-old women (three screens 
each over 6 years); this screening would 
save 73 lives at 10 years (Table 3). 
Screening all women between ages 40 to 
49 years (four screens over 7 years) 
would add an additional expense of $l 1.7 
million over 7 years. The literature in- 
dicates that in this younger group, no 
lives would be saved; however, our sen- 
sitivity analysis, based on the Swedish 
overview^findingofanonsignificant 13% 
reduction in mortality, indicates that 
eight additional lives might be saved 
over 7 years. Screening women aged 


between 70 and 74 years might add 1.8 
days of life to each woman screened at 
an extra cost of $1 .6 million over 3 years, 
but does not increase their survival at 
10 years. No benefit data exist for wom- 
en older than 74 years, but the rapid 
drop-off in benefit after 70 years of age 
suggests this group would benefit little 
from screening mammography. 

Unfortunately, we cannot accurately 
apply the benefits found by the mam- 
mography screening trials to the pres- 
ent practice of continued annual or bi- 
ennial screening because the trials were 
limited to a few years. However, we can 
conservatively estimate that continued 
biennial screening would provide no 
greater benefit for the equivalent num- 
ber of screens than the benefit provided 
by the studies. The annual cost of re- 
peated screening in the health care or- 
ganization would be $8.8 million to screen 
all women older than 40 years annually 
and $4.4 million to screen them bienni- 
ally. This cost would be reduced to $2 
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Table 4. — Charges and Benefits of Adjuvant Therapy of Earty Breast Cancer in Women Younger Than 50 
Years in a Hypothetica) Heatm Care Organization of 500000* 
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{Proportional 'eduction in mortality. 
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million by screening women aged 50 to 
69 years (the group that benefits most) 
biennially (the frequency in most of the 
studies). 

Decision 2— -What Kind 
of Primary Surgery? 

The more extensive procedure and 
breast-conserving surgery followed by 
radiation therapy provide equal survival, 
but breast-conserving surgery would 
cost the health plan an additional $2.0:^ 
million because ofthe radiation therapy 
(300 people at $6752 per person; this 
extra cost assumes that reconstruction 
therapy is not part of the basic benellt 
plan). No increased mortality has been 
found with breast-conserving surgery 
without radiation therapy, but the health 
care organization could not consider 
withholding radiation therapy until stud- 
ies have been performed on the effect of 
the increased local recurrence on health- 
related quality of life. 

This latter point applies to w'omen of 
all ages. In the several studies that have 
tried to treat women older than 70 years 
with tamoxifen alone, local progression 
mandated surgery in a large proportion 
of these women (Appendix Table 4). Two 
editorials have criticized this practice'*^'^ 
and argued that elderly women should 
be treated the same as their younger 
counterparts. 

Decision 3— Who Gets What 
Type of Adjuvant Therapy? 

For most women younger than 50 
years, polychemotherapy is the standard 
treatment because it reduces mortality 
by 25% (Table 4). Its benefit is greatest 
in those with the greatest risk of dying 
(patients with positive lymph nodes). 
Although there are data to determine 
the approximate number of women with 
local (node-negative) vs regional (node- 
positive) breast cancer,^ data to deter- 
mine which node-negative women, who 
generally have a lower risk of dying from 
breast cancer, will benefit from therapy 
are not available.** The health care plan’s 


cost of treating all women younger than 
.50 years with node-negative breast can- 
cer is $126 150; the cost for treating ail 
node-positive women younger than 50 
years is $63075. 

For women aged 50 years or more, 
treatment options are more complex 
(Table 5). The meta-analysis of adjuvant 
therapy showed benefit both for CMF 
polychemotherapy and for tamoxifen and 
consistently indicated that more is better. 
F'ive years of tamoxifen appeared slightly 
betterthan2years. and adding CMF poly- 
chemotherapy to tamo)dfen further re- 
duced mortality. For the 75 node-positive 
women, this translated into costs ranging 
from $1500(K) for the simplest therapy to 
.$,564 090 for the most extensive. Because 
there are iwice as many node-negative 
j)atients, these charges are doubled for 
these women. An added cost in tamoxifen- 
treated patients would be that of treating 
any endometrial cancers that would arise 
at a rate of 1.7 per 1000 treated patients. 
On the other hand, tamoxifen therapy in 
the United States will become cheaper 
once its patent expires. 

Decision 4— How to Follow-up 
Patients After Treatment? 

(Appendix Table 8) 

Routine follow-up testing incurs sig- 
nificant excess costs for the health care 
plan over clinical follow-up ($961 000 vs 
$343 000 over 5 years) and provides no 
benefit in survival or health-related qual- 
ity of life. 

Summary Decision Table 
and Basic Benefit Plan 

Table 6 summarizes the possible op- 
tions for treating breast cancer in this 
hypothetical health care organization. 
The basic plan for early breast cancer 
would include the following: (1) screen- 
ing mammography only for women aged 
50 to 69 years. (2) choice of surgery with 
radiation therapy provided for those un- 
dergoing breast -conserving surgery. (3) 
adjuvant therapy for all women at risk 
of recuTTence, and (4) clinical follow-up 


without routine testing for metastatic 
disease. This would provide near maxi- 
mum benefits for women to detect and 
treat this disease. 

COMMENT 

In this article, we have used cost-ben- 
efit analyses to design a basic benefit 
package to detect and treat early breast 
cancer for a health plan of 500000 per- 
sons. One limitation was our inability to 
measure costs, but we feel that Medi- 
care charges are a reasonable approxi- 
mation. We have been able to express 
these charges in terms of their health 
impact and have benefited by the high 
quality of clinical breast cancer studies. 

Screening Mammography 

Screening mammography has been 
shown to reduce mortality from breast 
cancer. U nfortunately, this benefit is ex- 
pensive. This is particularly true for 
women younger or older than 50 to 69 
years. Women older than 69 years do 
not benefit much because of competing 
causes of death. The question of whether 
women aged 40 to 49 years benefit from 
mammography is controversial. The Ca- 
nadian study,'^ which has been highly 
criticized,'*’ is the only study that .spe- 
cifically evaluated this age group and it 
found no benefit. The Sw^ish overv’iew,^ 
which excluded the Canadian study, 
found a small but not statistically sig- 
nificant benefit for screened w(?men. Our 
sensitivity analysis determined that ob- 
taining this possible benefit is expen- 
sive. Ftirthermore, the meta-analysis by 
Elwood el al,' which included the Ca- 
nadian study, found no benefit for wom- 
en aged 40 Lo 49 years, and the validity 
of the Canadian study has been vigor- 
ously defended by Baines.** The recent 
international workshop* upheld this 
viewpoint as did the most recent update 
from Nijmegen, the Netherlands* which 
also failed to demonstrate a benefit for 
younger women. 

Therefore, if a plan were to adopt a 
cost-effective package, it would restrict 
mammography to biennial screens for 
women aged 50 to 69 years. This would 
save a health care organization of 500 000 
approximately $2.4 million compared 
with screening this group annually and 
up lo $6.8 million compared with screen- 
ing other age groups. The national sav- 
ing could be $1 to $3 billion, depending 
on compliance, for the same restrictions. 
If a plan adopted ihi.s strategy with 
regard to women aged 40 to 49 years, 
it would have the support of the Nation- 
al Cancer Institute, which has changed 
its screening recommendations and 
now recommends screening only women 
older than 50 years,** but not ofthe Amer- 
ican Cancer Society, which still recom- 
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Table 5. — Charges and Benefits of Adjuvant Therapy for Women OUer Than 50 Years With Early Breast Cancer in a Hypothetical Health Care Organization of 
500000* 



Traatment for Ned^Negattve Women (nstsoH 

Treatment for Nede-Poaltive Woman (nx7S)t 


Tamoxifen for 2 y 

Tomoxifon tor S y 

Tamoxifen tor 2 y 

Tamoxifen for 5 y 


And No 
CMFveNo 
Traartmant 

And CNF 
we No CMF 

And No CMF 
vs Tamoxtton 
tor2v 

And CMF 
•a No CMF 

And No 
CMF va No 
Treatment 

And CMF 
vs No CMF 

And No CMF 
vs Tamoxifan 
fcir2y 

And CMF 
vs No CMF 

Additional benafit. %$ 

20 

to 

5 

to 

20 

lO 

5 

10 

Additional livas sovad 
at to y. No. (moan) 

3-12(7.5) 

1.5-6 (3 75) 

V3(2) 

1.5-6 (3 75) 

4-d (6.6) 

2-5 (3.4) 

1-3(1 7) 

2-5 (3 4 ) 

Additional ctwgas to 
treat all patients, $ 

300000 

378 450 

450000 

378450 

150000 

1B922S 

225000 

189225 

Additional ctiaige per 
life saved at tO y, S 

40000 

101000 

225000 

101 OOO 

22000 

56000 

132000 

56000 


*Of the 300 pa ben te with local or legonai d toeaea, 225 will be age 50 y or oMar arrdMroirMWs of those vwH be notie-negaiive Tamox<lenchargesareatSi000/y CMf Indicaies 
cydephoaphanwle. methotrexate, and fluorouracil, and charges are at S2523. 
tExpected tO-y moftakty. tO% to 40% (15 to 60 daaths) 
tExpeeied lO-y mortabty. 30% to 60% (22 to 45 deaths) 

§PrcipOflioital reduction ei mortality. 


Table 6. — Summary of Charges and Benefits for Screening for and Treatment of Early Breast Cancer m a 
Hypothetical Health Care OiBaruation of 500 000 


Procedure 

Annual Benefit, 

No. of Uvea 

Saved (Mean)* 

Aimuat 

Charge. 

$1600 

Annuel Charge 
per Ufa Saved 
Bl10y. 1 

Mammography screen 

S()69y 

11 9 

39Sa/l97»t 

166 302*^1 

40-49 y 

on i]§ 

2922/14611 

(14SOOOO]1S 

70-74 y 

0 

625/4131 


Primary treatment 

Braaat-conservng surgery 
end radiaiion ffiarapy 

Better body imege 

3264 

Not applicable 

More extenerva procedure 

Radiation tfierapy not 

needed 

1250 

Not applicable 

Adjuvsni tfiarapy (or iMoman aged <50 y 
Node posWve. CMF| treatment 

2-3. S (2 75) 

63 

23000 

fliMie neoaiiie CMF treatment 

1-4 (2 .8) 

126 

SO 000 

Adjuvant therapy tot women aged aSO y 
NodeiMcitive 

Tamexrton tor 2 y 

4-6 (6.S) 

ISO 

22000 

Tamoarten tor 2 y and CMF 

2-6 <3 4) 

1891! 

5800011 

Tomoxitan tor $ y 

14(17) 

2258 

132000# 

Tarmulen tor S y and CMF 

24 (3.4) 

1891 

560001 

Node negattve 

Tamonten tor 2 y 

3-12 (7.5) 

300 

40000 

Tomoxilen tor 2 y and CMF 

1.54 (3.75) 

3781 

1010001 

Tamonten lor 5 y 

1-3(2) 

450* 

225000# 

Tatnoxiton tor 5 y and CMF 

1.54 (3 75) 

3781 

1010001 

Foltow-up over 5 y 

Cbncai 


68 

Not applicable 

Clincal and routine leilitig 

Nona tovnd vs dviRal 

192 

Not applicable 


’Variation due to dnotsig mortality hake 
tAnnuoMiianniil scr eening. 

IBaaed on ctiaigea for py***g* dvidad by rumber of years needed to provide package 
§Number8 In brackM inrtcaia aa n ai ttvity anolyeis at nonstabstKally sigriitlcint morttfity reduction oi 13%.’ 
n CMF irtdic a lee cyefophoaphanede, methotrexate, and tluoiDuracI potychemoth a rapy 
Vddttnnal rhatijaa oompared wMh tie prooedure in the previous row and charges tor lives saved are marginal 
chargaa compered will previous procediae (see Table 5). 
eAddMonot ehergae oompaied will tomoxilen for 2 y. Charges for Uvea saved ore margmai charges compared 


will tamoxifan for 2 y. 


mends screening for all women older 
than 40 years.® 

Primary Surgary 

The type of surgery does not affect 
survival Breast-conserving surgery is as 
effective as more extensive surgery. What 
is important is the ability to prevent local 
recurrence and satisfy the patient. While 


more extensive sui^ty will provide the 
lowest local recurrence rate and be the 
choice of some women, we have seen from 
the studies of health-related quality of 
life that others will suffer from loss of 
body image. Although it has been thought 
that the loss of body image with exten- 
sive sultry is compensated by a reduced 
fear of recurrence, our review of the stud- 


ies in the literature reveals this presump- 
tion to be wrong. 

Preventing the loss of body image 
costs more because breast-conserving 
surgery requires the addition of radia- 
tion therapy to prevent local recurrence. 
This would add an extra $2 million to 
our hypothetical health care organiza- 
tion's expenses annually and cost about 
$1 billion more nationally. However, it 
would be inappropriate to eliminate ra- 
diation therapy unless there were data 
on the effect of the certain increase in 
local recurrence on health-related qual- 
ity of life. This is an area that needs 
ftiTlher clinical research to identify which 
patients are at risk of recurrence and 
thus in need of radiation therapy. 

Adjuvant Therapy 

Adjuvant therapy benefits everyone 
who receives it. This benefit is directly 
proportional to the patient's risk of re- 
currence. Even treatment of low-risk 
patients benefits them, but this is rela- 
tively expensive in terms of the charges 
for saving or prolonging a life compared 
with treating high-risk patients. But the 
benefit-to-cost ratio of^’uvant therapy 
is greater than that for screening mam- 
mography. Likewise, the benefitofadd- 
ing CMF polychemotherapy to tamoxi- 
fen in women older than 50 years adds 
expense, but again this expenditure 
achieves more value than screening mam- 
mography in this age group. The total 
expense for our hypothetical health care 
organization for treating all patients with 
the most aggressive adjuvant therapy 
would lead to charges of more than $2 
million. Treating only node-positive pa- 
tients with the least aggressive adju- 
vant therapy would incur charges of 
around $200000. 

Follow-up 

Routine follow-up testing after pri- 
mary treatment for early breast cancer 
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pnrvidbi i» lPB0«rtt bcoe^ 
surciYsJ or opJitjr of Tbos, oar 
' health frian ihooU oOnr no noro thaa 

' wftKiMt »— ♦Iwg- 

at IntcrraJa of S namtha to 1 foor. 
Whether ereo this la required has not 
bees'erahiated, aor is it kBoam whether 
are needed f<a‘ thht 

ihnltitlcMmi 

Our imuiuxKigr8|3hy analysia eannot 
measure Uut bei^U tftong'teiTOiM^ 
mography becsuae aU the studUca were 
restricted to a few ycore. We also were 
unable to evaluate, with the exception 
of surgical treatment, Um ^yriMBodal 
outcfmtre of other thenmratk dee» 
Even the toxkitks and Impairment of 
health-related quality of life during ad- 
juvant therapy have nc^ been well stud- 
ied. For exami^. for women older than 
60 years, CMF polyehexnotherapy added 
to 2 years of tamoxifen Is more effective 
than 3 extra years erf' Utnoxifen, yet one 
would need more biformatiw oe the 
added toxidty of CHP polycheraother- 
apyinthisagBgroupbeforereeonuaend- 
it routing. Reeeareh is nee d e d here 
to help phyddana and patients make 
better deefeJona. 

Ourstudyabosufferabeeauaeweean- 
ncA measure (he trae coats of treatment, 
both to the patient as well as to the 
health care crgaAisatioB. We have uaed 
Uediewe dur^ la Southern Califor- 
nia. which are oaeAil for the purpoaca of 
internal cMnpartson but are not necea- 
aarily generatioble to the reM of the 
tlnit^ States or the world. Further- 
more, we have not beoi able to estimate 
the patient coat in terrBS of toxicity from 
chemotherapy and time lost frt)ro work 
or from parlidpating in one's mqjor ac- 
tivity. 

Finally, we also fiUter when it comes 
to measuring the benefit of treatment 
Neither the concept of a life saved at 10 
years nor the sverage prnloogation of 
life can describe what tnUy occurs with 
treatment The inexorable downward 
•lope of the survival curves published in 
the a4}uvani trials show (hat a Ufe saved 
at 10 yean may be loat at the llth year. 
LUte^^, the concept of average Ufe 
proioi^puion does not take into account 
wumen and loaera in the fight agi^t 
breast cancer. Furthennore. its eatima- 
Uon is subject to major variation in pub- 
lished reports. 

Conduskm 

We have discussed various decuton 
pmsts in the management of eai^ Iwesst 
easev to iSusUitte a pragnumic appraach 
to the initid definitkm ^ a basic benefit 
package. The ad vanta^ of the evidenoe- 
only approach is that it aUows readera 
to judge the merits of our argument 


much more reeihly than they cab ja^ 
the prcnoaDcements of panda of experts 
or coeaensna conferences. TUrahdUty 
to evaluate oar arguroentaliecometffip- 
portant because we have directed our 
study not only at individual physicians 
but at health care organizations who may 
be providinga benefit package for a,la]^ 
number of subscribm. 

With the information we have pre- 
•eoted, a health care provider can make 
ehoieea. For example, providing aggree- 
dve adjuvant therapy, althoi^ leas 
a(^>ealing, is a more cost-efid^tive pro- 
e^un than screening mammography, 
It is unclear whether any foUow-t^ 
care other than routme primary care is 
needed after lreatm»it of eariy breast 
cancer. 

Finally, we would emphaaize that this 
kind of inalysis can be applied to many 
duteaMft and that this application may 
lead to the better dloire of therapira'for 
these diseases. We were fortunain* in 
that breast cancer ^ been well studied 
with regard to outcon^ such as sor- 
rival and relatively well -studied with 
regard to quality oCUf&'Such is not the 
case with many other diseases. Po'hape 
analyses such as ours will encourage the 
performance of more ai^ better clinics] 
studies that will adequately measure 
these endpoints. 
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Mrs. Johnson. What about the less specific prevention 
approaches? It is one thing for procedures in breast cancer and 
colon cancer and things like that. How about annual physicals and 
early physician visits or early nonphysician consultations? Some of 
the less specific approaches to prevention. 

Ms. Palmer. In my view, when we are talking about proven 
health promotion strategies and health prevention strategies, that 
is, we have good scientific evidence that these strategies work to 
improve patients’ health in the long run, to detect disease or 
prevent disease, the best approach actually is to ask patients them- 
selves, that is, to use survey techniques, where we learn from the 
patients whether they were counseled, and whether they under- 
stood the counseling they received. 

For instance, again, for smoking, about appropriate diet, about 
lifestyle, exercise, and about screening, they should receive. That is 
the most direct approach. Failing that, we can turn to data that 
come from medical records or from administrative data systems, 
and learn whether proven strategies for health promotion and 
disease prevention were being used by a managed care plan or a 
fee-for-service plan. 

Mrs. Johnson. Have you been able to look at all at what the 
consequences are of integrated systems of care versus the self-re- 
ferral system of the past? Have you been able to test and look at 
what is the impact on health and cost of a system that is capable 
of receiving early concerns, not necessarily a doctor’s visit, and is 
able to manage concerns constructively through a more integrated 
system of care? 

Dr. Brook. I guess the bottom line to that question is that we 
have too little information that has compared fee-for-service 
systems with managed care. One challenge is that there are very 
different kinds of managed care organizations. We cannot compare 
a monolithic managed care concept versus a monolithic fee-for- 
service concept. There really needs to be more work done than 
what has been. Up to now what we have found — and a lot of our 
research has been done in the younger population — that on aver- 
age, the quality of care delivered and the health status of the popu- 
lation is in the fee-for-service system compared to the managed 
care system is about the same. That is a very broad summary. 

Now, we have very little information about the new forms of 
managed care that have sprung up over the last 10 years. Most of 
the information we have is about the group or staff models of man- 
aged care. They are the more traditional models and have been 
around for a longer period of time. 

Dr. Detmer. I would say the pace with which change is occurring 
in the definition or redefinition of managed care is such that unless 
you have tools that can manage these things over time, you have 
got to be very cautious about generalized statements. 

Mrs. Johnson. I thank you for your comments. I do think that 
as hard as it is right now to develop outcomes research and guide- 
lines and all those things, this is the easy part, that because it is 
more procedure specific, it is more disease recovery specific, and 
that what we need to get to is systems impact information. 

I thank you for your comments. My time has expired. 

Chairman Thomas. Mr. Ensign will inquire. 
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Mr. Ensign. Thank you, Mr. Chairman. 

I too have a lot of questions raised by this panel. Dr. Palmer, you 
mentioned the consumer type reports that allow consumers to 
make a better choice on their own. Granted when you are looking 
at large companies deciding what kind of health plan that they are 
going to choose, they may be able to have the experts to look 
through those consumer reports. 

Do you really think that as complex as medicine is, it is not a 
question of looking at this like a safety record for an automobile 
that Consumer Reports may put out now, but with the complexities 
of medicine and choosing doctors, because there is a lot more 
bedside manner that goes into choosing doctors, if you are looking 
at how a consumer is going to make that choice, there are so many 
variables that go into that. Are these consumer reports going to be 
too complex so that people are not going to read them in the first 
place, because their is too much information? 

Ms. Palmer. My guess is that consumer reports for health care 
will be hke Consumer Reports for buying automobiles and 
expensive electronic goods and so on. There will be people who use 
them and people who are unable to use them. 

I think that consumer reports in health care need to be a great 
deal more detailed than the kinds of report cards we have been 
seeing to date. That is, I could picture that if I have diabetes, I 
know that I have a risk for my family of breast cancer, I know that 
my husband is at risk for heart attack, when we go shopping for 
our health care plain, as we become Medicare beneficiaries, we 
would like to know how well do the plans take care of those condi- 
tions, and in addition, in relation to Congresswoman Johnson’s con- 
cern, how well do they provide preventive care. 

I think that there are many Medicare beneficiaries who would 
use that information and could benefit from it. But it is clearly not 
enough, as you point out. There are people who will not be able to 
understand or use that information — 

Mr. Ensign. The reason I bring up the question is, there is a tiny 
percentage of the population that will use those reports, compared 
to the amount of money it is going to cost to compile those reports. 

Dr. Brook. The bottom line from economics and other fields is 
that, if only 10-percent of the population actually use them and 
made choices that were more rational, that would change the 
characteristics of the meu-ketplace. We do not need 90-percent of 
the population to do that. 

Mr. Ensign. I am not saying that we do, but will we even get 
10-percent. 

Dr. Brook. I would love to be able to come back to you 5 years 
from now and answer that question for you with data instead of 
opinion. 

Mr. Ensign. Dr. Brook, you tossed out $600 million for one figure 
and $10 per every American, about $2.6 billion. Where do you come 
up with those numbers? 

Dr. Brook. Basically we have looked at how much it costs to 
produce guidelines and standards. We have worked with managed 
care plans and businesses to develop a set of quality tools that 
would be used and continuously improved upon. Based on our 
experience, this is the range of money. 
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Mr. Ensign. Managed care does that now? 

Dr. Brook. No. For instance, in the guideline development area, 
someone asked, how do you pick a guideline? The classic way that 
doctors have put guidelines together is over lunch and tuna fish 
sandwiches, and basically you come up with a guideline at the end 
of it. Then you say, it is a guideline. 

The way the agency and respectable public agencies are doing 
this is to put information together so that when I send it out to 
a doctor, it is based on science. That is a million dollar activity. I 
am sorry, but we have that much information and it takes that 
much time to do it. If you start doing it, that is the numbers you 
come up with. 

Mr. Ensign. Did you get this through government estimates? 

Dr. Brook. No. 

Mr. Ensign. These are private sector — 

Dr. Brook. Absolutely. 

Mr. Ensign. When you are looking at government doing 
something for the same price that private sector is doing it, I 
haven’t seen that. 

Dr. Brook. The government role so far in this field has been to 
give people like myself the money to do that, to give people that 
work in universities and not-for-profit organizations the funding to 
conduct research. 

For the sake of argument, why give the money? Let’s say that 
I am less efficient than a for-profit person. However, I put all my 
products out in the public domain, everything I do goes in the 
public domain; Let’s say I am 25 percent less efficient than some- 
body in a for-profit firm. I do not believe that, but let’s say I am. 
The bottom line is that everyone gets the benefit from what I do. 
As long as the people that are funded by these agencies actually 
put this material out for everybody to use — every managed care 
plan, every hospital, every doctor — and make it freely available, 
then I do not see how the for-profit center can produce, as economi- 
cally, the standards and tools to measure quality or the kind of in- 
formation we have talked about. 

In terms of policy change, what is the incentive in the for-profit 
sector to actually produce and give you the kind of information and 
answers to the questions you asked us? Who is basically going to 
provide the answers to whether market reform is actually working? 
It is not in the interest of the industry to answer that question. It 
is in the interest of the Federal Government in a public role to 
answer that question. But, it does require funds to do so. 

Mr. Ensign. Thank you, Mr. Chairman. 

Chairman Thomas. At the very least, even if the information is 
not as efficient as a percentage dropoff, it is there for discussion. 
It is the center of discussion for criticism and praise, which creates 
an evolution onto another discussion. 

Mr. Christensen. 

Mr. Christensen. Thank you, Mr. Chairman. I also want to 
thank the panel, and especially Dr. Brook, for coming all the way 
from California and testifying here this morning. 

I greatly appreciate your time and your in-depth knowledge of 
the issue. I have tried to review your written testimony as much 
and as quickly as I could. I probably would disagree with you on 
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most of your points, but I do want to throw it open for discussion 
and see if I can learn more on the issue. 

The main question I have is, I have read through here and I see 
$250 million here and $2.5 billion here — where are we going to get 
this money from? Do you have any ideas for us from that point of 
view? 

Dr. Brook. Well, I am not in your chair, so, I cannot say where 
it should come from. 

Mr. Christensen. We have a real problem right now — 

Dr. Brook. Let me talk about the health system by itself. In my 
work on quality over the last 20 years, the marginal return in 
terms of health from investing the last dollar in the health system 
in this kind of work exceeds the marginal return in investing in 
actual service to a patient. We invest so little in our health system 
in dealing with these kinds of issues that there is more bang for 
the buck, so to speak, for investing in improving quality than there 
is in investing the last service we provide to people. 

I am not here to tell you where to find the money, or to take it 
from Energy, or Defense, or somewhere else. The answer to your 
question is, you would get more in terms of health for the Medicare 
population by investing money in improving quality than in provid- 
ing one more medical service to the population. 

Mr. Christensen. One of the things that we have been faced 
with on the Hill here is the fact that we are in a major budget 
crisis. Last week we fought tooth and nail to get a $17 billion cut. 
This week and next week we are going to be looking at $180 billion 
in various cuts to the growth of government. 

I do not disagree with you that having the knowledge and the 
information before you is helpful. I guess I would be very question- 
able — I am one of those conservatives on the Hill that questions 
nearly everything government does and believes that maybe there 
is a better alternative and a better approach. 

Do you believe that government could ensure quality by monitor- 
ing the hospitals and physicians on a case-by-case basis? Do you 
believe that the regulatory approach — 

Dr. Brook. Absolutely not. What I have tried to write in the 
paper, and I am sorry if it didn’t come through, is that, I do believe 
in trying to make a competitive marketplace work, and that to 
function effectively every market needs to have information on 
quality and price. The role of the Federal Government is to actually 
stimulate the market to function well in terms of both quality and 
price. 

That is what that investment would buy. If 1 was going to give 
you a number for regulating quality of care on a case-by-case basis, 
that number that I gave you would be many times higher. 

I am not proposing a regulatory approach. I would just like the 
health care market to work well so that when you and 1 get older, 
maybe we will have a chance of going to doctors who produce better 
quality of care. That is, I feel there is a need to make the market 
fair. That is all I am asking, is for the Federal Government to 
make sure the market is fair i.e., that it competes in quality and 
price. Part of that is investment in science in this field. 

Mr. Christensen. What would be your opinion on how we could 
go about getting a sampling of some of this information through 
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the private sector? I realize what you are saying is that it is very 
tough for us to encourage the hospitals to work together and the 
various managed care organizations to give us this information on 
a voluntary basis so that we could assimilate some data without 
mandating that they do so. 

There has got to be a way we can do this through the private 
sector. I know you have put a lot of time and effort into this. I 
would like to sit down and visit with you, because obviously you 
have a lot of knowledge in this area. I just don’t know that the 
government approach is the best way to go about it. 

Dr. Brook. If I gave you the idea that institutions in the private 
sector will not cooperate, I didn’t mean to say that. Managed care 
organizations and hospitals will help in this. One of your next 
speakers is Gail Warden and he has worked cooperatively with us 
in the past. 

Once the tools are out there in the public domain, it may very 
well be that the for-profit secter is the best way of actually measur- 
ing and disseminating the information to the American public, and 
maybe the government doesn’t need to play as great a role as it 
played in the past. The actual science, because of the whole 
marketplace problem, is probably a place where the government 
really needs to put a serious investment. 

I am confident the private sector will come along if indeed the 
tools and the science were there to make it easy for them to come 
along. 

Mr. Christensen. Thank you, Dr. Brook. 

Thank you, Mr. Chairman. 

Chairman Thomas. Thank you. 

Dr. Brook, you indicated in your opening comments you have 
been doing this for more than 20 years. My assumption is that 
things have begun to happen which allow you to do it better, more 
efficiently, better understanding. 

Have we got some breakthroughs or has it been this slow 
accumulation and do we now have inertia moving us forward? 

Dr. Brook. There has not been a great deal of funding over the 
last 20 years, but there have been some breakthroughs. We can 
measure health. If I had to testify before you 20 years ago, I would 
not have had the foggiest idea what tools would be available to 
measure health. We have also done work to measure the 
appropriateness of care. I can come to you and tell you that a large 
part of Medicare dollars are wasted based on research; and I can 
tell you a large number of people do not get the care they need, 
based on tools developed by public funds provided to both HCFA 
and the AHCPR. 

There have been major breakthroughs in the methods and the 
tools. It is now time to expand upon those, to develop practical, 
feasible tools and put them in place so that they can be used. It 
is time to go out of the R&D laboratory into an expanded science 
role so that these things can actually be used to help make the 
marketplace work better. 

Chairman Thomas. There is a local clothing retailer whose slo- 
gan is, “An educated consumer is our best customer.” Dr. Detmer, 
your outline of what people need to know is, I think, something 
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that we can probably all agree upon, except the individual who is 
supposed to know it. 

You have outlined a fairly heavy responsibility in terms of knowl- 
edge. It is a little bit like the American Association of Political 
Scientists who want to talk about the issues-oriented campaign 
versus the thing that really does motivate people to vote for a can- 
didate, and they are always frustrated that people do not do that. 

We have an ignorant consumer today in large part based upon 
the structures. Your model is obviously one we would like to strive 
for, but going back to the Consumer Reports example, they take 
quality and cost and wind up with a check rated best buy product. 
I think we are probably going to have to shoot for some structure, 
which I said to the earlier panel, that has either some legitimacy 
or respect, that does a lot of that internal evaluating along all 
those criteria, that we have to have, but comes out the other end 
with a recommended buy, a ranking, minimum approval struc- 
tures. 

I guess my question is, isn’t this probably inevitably, unfortu- 
nately, a public agency rather than private? I tried to put as many 
adjectives as I could. Can you conceive of a private structure that 
could attain that kind of prestige for rating purposes? 

Dr. Detmer. I guess where I come from, and I think Dr. Brook 
and I roughly feel the same on this, we need a scientific framework 
so that at least report cards have validity and are based on reliable 
information. Given that, I think the private sector can in fact score 
itself, but you probably do need to have somebody riding herd on 
that, although it is not as though we live in a society that does not 
look over each other’s shoulder. 

There clearly has to be a public role, without a doubt, to set some 
of the standards, and I think even the private sector is asking for 
that. But beyond that, I would have to really candidly say to you, 
I think we are still a little early in this. We have made a lot of 
progress in the measurement tools of the care itself in this business 
of how to transmit information to buyers in a way that can really 
help them make their decisions. 

Some information needs may be specific to one’s particular 
problem. If you need your hip replaced, you want a specific hip re- 
placement data and not necessarily generic information. I do want 
to loop back to a comment, though, to Mr. Ensign. I think his ques- 
tion relates to the fact that if we do have public report cards, let’s 
not forget that we are talking about a competitive marketplace 
where people, systems compete against one another. The systems 
also read those report cards a lot. 

It is not as though the only check and balance in this is the user, 
the consumer, the beneficiary seeking it. The people out there in 
the market trying to deliver value pay a lot of attention to that 
themselves because they know they are also in competition with 
one another. Sometimes that can get lost sight of. 

Chairman Thomas. My concern is we move away from focusing 
on what we should not be doing to what we should be doing. We 
have a tendency with government agencies to make choices for 
people because you can make a better choice than they can. Cars 
were mentioned earlier, that people choose cars by color. That, to 
me, is an unbelievable method of choice, but a lot of people do that. 
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If you have that public agency, my fear is that you are going to 
get an unfortunate standardization, a lag time for making positive 
changes, because right now we are being saved in the health care 
sector by the private sector changing as rapidly as only the private 
sector can change and to the degree you do lock it into the 
government. 

Now, my concern is, how do we, as we move forward — and you 
indicate perhaps the time line for getting these measurement tools 
is not as soon as we had hoped. To me, five, seven years is very 
disappointing, not coming up with something — 

Dr. Detmer. I think there will be things coming sooner than 
that. I do not want to give the sense that we are not working on 
this and that it will not continue to evolve. 

Chairman Thomas. Easy things will come first and then the 
harder things. 

Dr. Detmer. I do not think the government should be the only 
one prescribing these things. I do think it needs to set some com- 
pass points. We need to know when we say “government” what that 
means. We need to know where “south” is and “east” and “west”. 
Unless we set those degree of standards, so we know what is A 
compared to B, do you really know that the report card is anything 
other than something in the wind? 

Chairman THOMAS. I understand compass points. I understand 
relative relationships, “good” versus “better.” I understand “best” 
less. What inevitably is going to happen is that people will use this 
and it will be converted into marketing tools. People will take these 
various standards and advertise, perhaps not using the ones that 
someone else on an objective hierarchal ranking would place as the 
most important, and that is part of my fear, of getting in and 
indicating that this particular choice is more important than an- 
other. 

Going back once again to products in the marketplace, I know 
everybody who would look at it and test in all the magazines said 
the beta system was a far better way for video recording. VHS blew 
them out of the market, in part on pure price and availability. 

It is not always the quality aspect. My concern is that you are 
going to slow down the process of change if we get into a govern- 
ment structure of picking what is, quote, unquote, best. 

Dr. Brook. Having come from southern California and having 
just studied most of the companies that provide managed care to 
about 4 million Californians now in individual group practices 
through all these new models, the innovation that has occurred in 
managed care is how to manage the price of care. 

We have gatekeepers now. I, as a professor of medicine at UCLA, 
cannot refer my for-profit patients to a dermatologist without a 
Committee of my own doctors approving it. We have struggled very 
hard to make sure that costs can be contained. There has been 
much less innovation on the quality side. 

Even though we are concerned that we may have iatrogenic and 
bad side effects from measuring quality, I am fearful that if we do 
not try to keep this market fair in both quality and price, the price 
is going to drive the issue. 

Even though there are lots of good doctors and hospitals and 
managed care companies, if the lowest price drives the marketplace 
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and you cannot distinguish a better product from a worse product, 
we are going to be in a lot of trouble in the marketplace. 

The Federal role has got to be to put the science out there and 
allow the marketplace to compete both on quality and price equal- 
ly- 

Chairman Thomas. If there is a yardstick, people can compare 
if they have a desire to compare. 

Dr. Palmer? 

Ms. Palmer. Mr. Chairman, for all the reasons you have 
described, I don’t think that consumer reports and consumer choice 
are sufficient means to protect the average citizen, including par- 
ticularly the Medicare beneficiary, in terms of quality of care. That 
is why I believe that some kind of cooperative quality improvement 
program is needed, something that does the kind of brokering that 
the Federal Aviation Administration does on safety. 

I think that is an essential component. There is too much that 
ordinary people will not be able to follow or have the interest to 
follow because they do not expect to get sick, just as one does not 
expect one’s airplane to crash. 

That is why some additional effort, which is brokered by a 
neutral party that is not in the market, namely some government 
structure, maybe is essential. 

Chairman THOMAS. The only concern I would have is that one of 
the reasons everybody hangs together is that there are alternate 
forms of transportation, and that it is important to make sure that 
people feel comfortable about flying because they could take 
another route. 

My concern is that we have only one route on health care, unlike 
the diversity structure. 

Does the gentlewoman from Connecticut have another question? 

Mrs. Johnson. Thank you, Mr. Chairman. 

This is such an important area and so difficult to understand yet 
so important to our future that I just want to add a comment. 

Dr. Detmer, in your testimony, you point to some things that I 
know from years ago, introducing legislation that would try to 
develop uniform data sets. I recognize a lot of what you are saying 
and trying to do, but at the same time you raise all the red flags. 

You say, “Only computer-based patient record systems will allow 
us to monitor care continuously, automatically issue appropriate 
reminders, provide rapid access to clinical practice guidelines rel- 
evant to the case at hand, and take actions to assure better out- 
comes.” 

Now, to me, that is not our goal. I do not want a system where 
someone is monitoring care outside of that physician, on that 
moment-by-moment basis, and automatically issuing appropriate 
reminders that may be irrelevant to this specific patient. It may 
not show up in the data but it may show up in the communication 
between physician and patient, provide rapid access to clinical 
practice guidelines which are, by definition, average or general and 
not specific. 

One of my fears in this area is that as we develop practice 
guidelines, we will come to believe in them, and as much as they 
are useful and as important as they are, they in the end are no 
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substitute for the judgment of the physician as to the care for a 
specific patient under specific circumstances. 

I am interested, and I think Dr. Palmer to some extent has 
focused on this, what do we need now, what are the tools that we 
can best develop now serving consumer information as one of them, 
and what are the things we should be moving toward, which is the 
definition of certain common denominators or data that we want to 
develop in a uniform way to give us insight into both outcomes re- 
search in the sense of procedural specific or treatment specific in- 
formation, quality information, and then systems specific informa- 
tion. 

I think we have to be a little cautious about whether even if it 
is going to be desirable to develop automated patient records to the 
extent that you are recommen^ng them, because one-time data 
entry by health care professionals, does that mean the doctor talks 
to someone who does the data entry, does that mean the doctor 
does the data entry? How do we get this accurately? How many 
miles can it go through and what kind of overhead are we going 
to put in there? 

How much should be retrievable? How do we dump the right 
stuff into a national research effort on outcomes? And how do we 
not? If we dump information into a national research effort, how 
do we accommodate it with the fact that this hospital takes only 
very, very serious cases and, therefore, of course, has a higher 
complication rate? 

I guess I am worried about the extent to which this panel wants 
to press us forward on the uniform systemic change matter. I am 
more interested in what are the three key things we should do 
right now to assure that as we move public programs into private 
sector alternatives, and States are doing this in Medicaid all the 
time now, there is a lot going on, what are the things we can do 
that will give us the best quality oversight of change. 

Dr. Detmer. I probably would like to chat with you at another 
time, because I think actually you have highlighted almost every 
relevant downside. There are legitimate downside risks but there 
are also upside gains that I think could get a legitimate response. 
Obviously I will not do that at this point, but I would like to, 
because I think there are clear things to gain from them. 

But to get to your specific question, I think that, as I mentioned, 
the bipartisan effort last year on the Health Information 
Modernization and Security Act is a needed piece of legislation, 
something quite like that. If I were to say one thing today, that 
would be where I would come down, because it is not as though we 
are not seeing these computer-based systems developing. I think 
that we do need to address that matter, because I am even more 
worried, candidly, about inheriting some of the downsides that you 
have spoken to in the absence of that kind of legislation than with 
it. 

It doesn’t quite get us immediately to more report card data, but 
it does secure some things we really need to attend to. I hope that 
is responsive. 

Mrs. Johnson. That is helpful. 

Dr. Palmer. 
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Ms. Palmer. If we have left you with the impression that there 
is nothing that can be done now, I think that is a big mistake. 

Mrs. Johnson. You have not left me with that impression. 

Ms. Palmer. I think there are some things that can happen that 
are happening immediately. Let me just mention one example. In 
the DEMPAQ project in which we studied care in three States for 
Medicare beneficiaries and fee-for-service office care, we were able 
to identify certain key aspects of diabetes care, including regular 
eye exams to detect early and prevent disease causing blindness, 
the use of tests which monitor much better control in diabetes. We 
know those things are not being received well enough by Medicare 
beneficiaries in fee-for-service care. 

There is a similar measure in managed care plans. We know in 
some large managed care organizations that these things will also 
not be provided to Medicare beneficiaries. The answers to some of 
these problems lie, as you mentioned, in systems issues. The indi- 
vidual physician cannot turn around a system that makes it 
difficult to orchestrate the business of getting a proper eye exam 
done on a diabetic by a specialist and getting the patient back, or 
the monitoring of a diabetic over time. 

Providing thrombolytic therapy promptly for a heart attack pa- 
tient in the emergency room depends upon building a system of 
care which orchestrates how to do that. Just the physician making 
the decision isn’t enough. We know these are areas in which al- 
ready cooperative quality improvement programs are occurring in 
your own State of Connecticut. In the case of diabetes, you heard 
Dr. Vladeck testify earlier, that the measures of quality adapted 
from the DEMPAQ and HEDIS projects are soon going to be tested 
in managed care and already in fee-for-service care. The three 
PROs involved in the DEMPAQ study are beginning intervention 
campaigns, quality improvement programs in the three States, 
aimed at improving diabetes care. 

We know how to start. We need to study how those efforts un- 
fold, and what is the best way to do them. Over time, add in more 
disease modules, other conditions and preventive care, until we get 
a more complete program of how to maintain quality for Medicare 
beneficiaries. 

Dr. Brook. If I were to answer that question, I would come back 
to the statement, the world is changing extraordinarily rapidly out 
there in the private sector. Medicare is going to catch up. When 
that occurs, you want to make sure that that marketplace is 
functioning both on price and quality. 

We can immediately begin both with improving the science and 
getting information out to everybody to make that happen, even if 
the first pass at it is not perfect. I am not worried that we are 
going to make mistakes in the information we release in the 
beginning. I believe 5 years from now it will be better than the in- 
formation released next year. I believe we have to begin in a seri- 
ous effort so the marketplace does not rely on price alone. 

A lot of the people who are here after us are engaged in the pri- 
vate sector to produce great products or do great things. They need 
to have a marketplace out there to receive their goods. The role of 
the Federal Government has got to be to make sure that happens. 
That involves an investment in science, in getting information out. 
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That is where we have to start. If we are going to push to get 
places to have computerized medical systems or to want to do 
quality improvement, there has got to be external motivation to do 
it. People will buy better products and the better products will sur- 
vive. The central role of the Federal Government must be to make 
information about quality available. 

Chairman Thomas. I want to thank this panel very much. Part 
of your problem in our anxiousness to find these tools to be able 
to utilize them is because, to a very great extent, we are dealing 
with art as well as science. The hierarchical culture of medicine in 
this country and the role of particular individuals within that 
culture have made it difficult in the past. 

We are dealing with Medicare, which is kind of the last vestige 
of the old fee-for-service structure. We have got to convince people 
that they want to change. These kinds of measurements are critical 
for us in that process. 

I want to thank the panel very much and look forward to the 
materials that you promised to send us. 

Dr. Detmer. We are very grateful for your interest in this as 
well. 

Chairman Thomas. It is critical, and a tool that we need. We 
wanted to thank you once again for coming. 

That was in part a transition to the next panel, which is 
Margaret E. O’Kane, president of the National Committee for 
Quality Assurance; Dennis S. O’Leary, president of the Joint Com- 
mission on Accreditation of Health Care Organizations; and David 
M. Bee, vice president of the American Medical Peer Review Asso- 
ciation, to provide us with how rapidly the culture of medicine has 
changed. 

We will start with Ms. O’Kane. 

STATEMENT OF MARGARET E. O’KANE, PRESIDENT, NATIONAL 
COMMITTEE FOR QUALITY ASSURANCE 

Ms. O’Kane. Good morning, Mr. Chairman. 

Chairman Thomas. I would caution you, these microphones do 
not pick up. They need to be talked directly into so we can hear 
everything you have to say. 

Thank you very much. 

Ms. O’Kane. Thank you. My name is Margaret O’Kane. I am 
president of the Nation^ Committee for Quality Assurance. As this 
Subcommittee examines the private sector’s efforts to reduce the 
costs for health care, we commend the Chairman for convening this 
hearing to explore the equally important subject of private sector 
quality improvement initiatives. 

NCQA is an independent nonprofit organization which oversees 
two complementary approaches to health care evaluation; 
accreditation and performance measurements. NCQA accreditation 
examines a health plan’s infrastructure while clinical and service 
performance is measured through NCQA’s health plan employer 
data and information set, HEDIS 2.0 and 2.5, which I think you 
have heard a couple of the speakers refer to this morning. 

NCQA is governed by a board of directors which includes large 
purchasers, health plan representatives, a consumer representa- 
tive, a State legislator, a union representative, and AMA represent- 
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ative, and independent quality experts. By the end of this year, we 
will have accredited over half of the Nation’s health maintenance 
organizations or HMOs. 

This figure includes 80 health plans enrolling two-thirds of the 
Medicare beneficiaries in TEFRA risk contracts. Our accreditation 
standards are continuously evolving to reflect changes in health 
plan and market structure as well as purchaser and consumer 
concerns. 

In our accreditation process, we look at six areas of plan perform- 
ance; the quality management system of the health plan, the 
credentialing system for providers, the member rates and respon- 
sibility systems including complaints and grievances, member sur- 
vey information and any other information that is provided to 
members, the utilization management system, preventive health 
services systems, and medical records systems. 

Less than one-third of the health plans that we have reviewed 
against our standards have received full accreditation, and 12 
percent have been denied accreditation. 

Does that buzzer mean something? 

Chairman Thomas. It does, but ignore it, as we do. 

Ms. O’Kane. The primary reason that so many health plans have 
undergone this rigorous process is the purchaser’s interest in 
ensuring that their employees are only enrolled in quality organiza- 
tions. 

Large employers such as Xerox, GTE, Ameritech, IBM, Allied 
Signal, the States of New York and Ohio and many others have all 
required that the health plans with whom they contract seek 
NCQA accreditation. Last June, we began releasing the NCQA ac- 
creditation status list free of charge to any individual who phones 
or writes our offices. 

In addition to this listing of all plans and their accreditation de- 
cisions, NCQA will begin providing summary reports of our accredi- 
tation reviews later this year so that purchasers and consumers 
will have even more information with which to evaluate health 
plans. In addition to accreditation, NCQA has developed a system 
for measuring health plan performance. 

In 1993 we released the Health Plan Employer Data and 
Information Set 2.0, a set of 60 standardized measures of health 
plan performance in five areas. A recent survey by the Physician 
Payment Review Commission found that 84 percent of health plans 
were reviewing HEDIS to generate performance indicators or as- 
sess their ability to generate these measures in the future. 

HEDIS covers five areas of health plans performance, quality, 
access and patient satisfaction, membership and utilization, fi- 
nance, and health plan management and activities. This month 
NCQA released HEDIS 2.5, a comprehensive update of the speci- 
fications in 2.0 as part of our commitment to a continuously im- 
proving system of health plan performance measurement. Work on 
HEDIS 3.0 will begin later this year and we look forward to mov- 
ing health plan performance to new levels. 

While HEDIS was initially designed for commercial purchasers, 
it is important that health plans be held equally accountable for 
the quality of care that they deliver to all members regardless of 
who is paying for their services. With funding from the Packard 
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Foundation, NCQA is directing a project to create a set of com- 
prehensive performance measures which address the unique issues 
of the Medicaid population. In the future we look forward to explor- 
ing how HEDIS might be enhanced for the Medicare population as 
well. 

To better understand the challenges associated with producing, 
auditing and displaying health plan report card data, we conducted 
a year-long report card pilot project which just recently concluded. 
The project had 21 participating health plans covering over 9.6 
million enrollees and used a subset of the HEDIS measures. This 
pilot project confirmed that external auditing is critical to any re- 
port card effort, particularly in light of the public’s skepticism with 
provision of performance information. 

We learned the degree to which health plan information systems 
vary, and we encourage investment to enhance clinical information 
systems within the overall managed-care industry to further qual- 
ity measurement and data comparability goals. As a result of the 
project, we also look forward to developing new measures as part 
of the development for HEDIS 3.0. 

Additional research is needed on the potential for developing and 
integrating risk adjustment into future report card efforts. While 
consumers are not generally accustomed to getting information on 
health plan quality, we are doing research which shows that they 
are excited by the potential of health plan report cards. With sup- 
port from the Commonwealth Fund, NCQA has completed two 
parts of a three-part consumer information project to assess the 
consumer perspective on quality. 

This includes an examination of what consumers want to know, 
what kinds of technical quality information they find compelling, 
how much information is enough, and how much is overwhelming 
and how the information should be presented. As a result of our 
research, we have found that consumers are not generally accus- 
tomed to getting information on quality of health plans. However, 
once introduced to the idea of report cards for health plans, con- 
sumers are very interested in the potential. 

As you might imagine, consumers would prefer to see report 
cards that show clear differences among health plans. However, 
because the differences are sometimes subtle, we are researching 
consumer preferences on information format and presentation. 
When asked about issues specific to the health plan itself, most 
consumers identify physician choice as their first assessment of a 
health plan’s quality. 

We found that quality measures such as immunization rates and 
mammography do extend consumers’ thinking about the role of 
their health plan. These quality measures give consumers a better 
understanding about what their health plan is responsible for 
providing. 

While excited by these findings, we believe it is a mistake to 
define consumers’ future information needs in terms of today. All 
health plans, regardless of their financing and delivery structure, 
should be held accountable for the quality of services and medical 
delivery. All health plans must be required to provide data on qual- 
ity performance, or those more structured, that have invested in in- 
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formation and clinical mailagement systems, could be put at a dis- 
advantage in the marketplace. 

Just as many States such as Pennsylvania, Florida and Kansas 
have coordinated their regulation of health plans with our accredi- 
tation program, so, too, could the Federal Government. NCQA will 
have accredited over half the Nation’s HMOs by the end of this 
year, a figure which includes health plans responsible for 66 
percent of the seniors that are currently in Medicare risk contracts. 
Because the plans assume the cost of the review, the Federal Gov- 
ernment could receive a benefit at no additional cost. 

While NCQA accreditation should not be a condition of participa- 
tion in the Medicare Program, health plans which have achieved 
accreditation should not be subject to redundant HCFA certifi- 
cation processes. We recognize that reducing the rate of growth in 
the Medicare Program is a critical component of deficit reduction 
efforts and we believe there is real potential to reduce costs while 
improving quality through the use of managed care. 

However, we urge the Subcommittee to build on the work of this 
hearing and ensure that efforts to reduce cost do not compromise 
quality in the process. Thank you for the opportunity to testify. 

[The prepared statement follows;] 
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TESTIMONY OF MARGARET E. O’KANE 
NATIONAL COMMITTEE FOR QUALITY ASSURANCE (NCQA) 

Good morning Mr. Chairman and members of the Subcommittee. I am Margaret E. 
O'Kane, President of the National Committee for Quality Assurance. We are pleased to 
have the opportunity to testily today before the Subcommittee on the important topic of 
private sector developments in quality measurement and improvement. As the Congress 
examines the private sector’s efforts to reduce the rate of growth in health care costs, 1 
commend the Chairman for convening this hearing to explore the equally important subject 
of private sector quality improvement initiatives. 

The National Committee for Quality Assurance (NCQA) is an independent, non-profit 
organization which oversees two complementary approaches to health plan evaluation: 
accreditation and performance measurement. NCQA accreditation examines a health plan’s 
infrastructure, while clinical and service performance is measured through NCQA’s Health 
Plan Employer Data and Information Set (HEDIS 2.0 and 2.5). NCQA promotes 
improvements through the development and application of detailed standards for continuous 
quality improvement and measures of performance for health plans. 

NCQA is governed by a Board of Directors which includes large purchasers (Federal 
Express, Xerox, CalPERS, and General Electric), health plan representatives, a consumer 
representative, a state legislator, a United Auto Workers representative, an American 
Medical Association representative, the NCQA President, and independent quality experts. 

My testimony today will focus on four areas; 

1, NCQA Accreditation 

2. Measuring Health Plan Performance Through NCQA’s IffiDIS 

3, Quality Information and Consumers 

4. Future of Health Plan Quality Measurement and Improvement 


NCQA Accreditation 

By the end of this year, NCQA will have accredited over half of the nation’s health 
maintenance organizations (HMOs). This figure includes eighty HMDs and CMPs enrolling 
two thirds of the Medicare beneficiaries in TEFRA risk contracts. Our Accreditation 
Standards are continuously evolving to reflect changes in health plan and market structure, as 
well as purchaser and consumer concerns. While a copy of the NCQA Standards was 
submitted to the Subcommittee, I will briefly summarize each of the six sections: 

• Quality Improvement: What improvements in care and service can the Plan 
demonstrate? Does the plan full examine the quality of care given to its 
members? How well does the plan coordinate all parts of its delivery system? 
What steps does it take to make sure members have access to care in a 
reasonable amount of time? 

• Provider Credentials: Does the Plan meet specific NCQA requirements for 
investigating the training and experience of all physicians in its network? 

Does the Plan keep track of all physicians’ performance and use that 
information for their periodic evaluations? Does the Plan look for any history 
of malpractice or fraud? Has the Plan performed a quality assessment for 
health delivery organizations such as hospitals, home health agencies, nursing 
homes, and free-standing surgical centers? 

• Members’ Rights and Responsibilities: How clearly does the Plan inform 
members about how to access services, how to choose a physician or change 
physicians, and how to make a complaint? How responsive is the Plan to 
members’ satisfaction ratings and complaints? Does the appeals process for 
grievances include a second review with different individuals? 
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• Utilization Management: Does the Plan use a reasonable and consistent 
process when deciding what health care services are appropriate for individuals 
needs? Are appropriateness criteria clearly document^ and available to 
participating physicians? When the Plan denies payment for services, does it 
respond to member and physician appeals? Are physician consultants from the 
appropriate specialty areas of medicine and surgery utilized as needed? 

• Preventive Health Services: Does the Plan encourage members to have 
preventive tests and immunizations? Does the Plan ensure that its physicians 
are encouraging and delivering preventive services? 

• Medical Records: How consistently do medical records kept by the plan’s 
physicians meet NCQA standards for quality duel For instance, do the 
records show that physicians follow up on patients' abnormal test fmdings? 

A typical survey team for a 50,000 member HMO consists of three physicians and an 
administrative reviewer who spend three to four days at the health plan. For larger health 
plans, the number of physicians and length of time spent on-site is increased accordingly. 
Following an internal review by NCQA staff, the reports generated by the survey teams are 
forwarded to the all-physician Review Oversight Committee for a final decision. 

The driving force behind NCQA Accreditation, and the primary reason that over half the 
nation’s HMOs will be accredited by years’ end, is the purchasers’ interest in ensuring that 
their employees are only enrolled in a quality organization. Large employers such as Xerox, 
GTE, Bell Helicopter, Ameritech, IBM, Allied Signal, the States of New York and Ohio, 
Bristol Myers, General Electric, and many others have all required that the health plans with 
whom they contract seek NCQA accreditation. While large employers have accreditation 
mandates, accreditation results are in the public domain and thus shared amongst all 
employers and consumers. 

In addition to purchasers, many states have coordinated their regulation of health plans with 
NCQA accreditation. Vermont has recently joined Pennsylvania, Florida, Kansas, and 
Oklahoma in either requiring that health plans undergo an external review by an independent 
organization or allowing accreditation to substitute for state reviews. Washington State has 
proposed similar regulations, and discussions are underway in many other states. We believe 
the federal government could similarly benefit by reducing duplicative oversight activities for 
those organizations that have achieved accreditation. While NCQA Accreditation should not 
be a condition of contracting for HMOs and CMPs, those plans which have achieved 
accreditation should not be subjected to redundant HCFA certification processes. 

Last June, we began releasing a list of the accreditation status of every health plan reviewed 
by NCQA, as well as those scheduled for review. Updated monthly, the NCQA 
Accreditation Status List is available free of charge to any individual who phones or writes 
our offices. Since first releasing the list, NCQA has mailed out more than 2,500 copies to 
individuals and organizations across the country. Beginning this July, NCQA will provide 
summary reports of accreditation reviews, so that purchasers and consumers will have even 
more information with which to evaluate health plans. I will briefly outline the most recent 
accreditation statistics; 

Full Accreditation (32 percent) is granted for a period of three years to those plans 
that have excellent programs for continuous quality improvement and meet NCQA’s 
rigorous standards. 

One Year Accreditation (40 percent) is granted to plans that have well-established 
quality improvement programs and meet most NCQA standards. NCQA provides the 
plans with a specific list of recommendations, and reviews the plans again after a year 
to determine if they have progressed enough to move up to Full Accreditation. 
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Provisional Accreditation (IS percent) is granted for one year to plans that have 
adequate quality improvement programs and meet some NCQA standards. These 
plans need to demonstrate progress before they can qualify for higher levels of 
accreditation. 

Denial of Accreditation (12 percent) is given to those plans that do not qualify for 
any of the categories above. 

Since NCQA began reviewing health plans, we have wimessed real improvements in the 
capability and sophistication of health plan quality improvement efforts. While these 
improvements are encouraging, our accreditation statistics are more reflective of a deliberate 
decision to set the NCQA Standards very high. The NCQA standards reflect the thinking of 
the most demanding corporate purchasers in the market, and should not be confused with 
entry-level requirements. 

Measuring Health Plan Performance Through HEDIS 

In November 1993 NCQA released the Health Plan Employer Data and Information Set 
HEDIS 2.0, a set of sixty standardized measures of health plan performance in five areas. 
While a copy of HEDIS 2.0 has been submitted to the Sub^mmittee, I will briefly 
summarize the five areas: 

Quality - Measuring health plans' performance in the delivery of selected 
services in the areas of Preventive Medicine, Prenatal Care, Acute and 
Chronic Disease, and Mental Health. 

Access and Patient Satisfaction - Measuring health plans' performance in 
providing members access to health care and in satisfying members. 

Membership and Utilization - Measuring health plans’ performance regarding 
membership stability and demographics as well as resource allocation within 
the plan. 

Finance - Measuring health plans’ performance in achieving financial stability 
by examining liquidity, efficiency, premium trend information, and compliance 
with statutory requirements. 

Health Plan Management and Activities - Assessing health plans’ 
management that can affect members' health, satisfaction, and use of services. 

This month, NCQA released HEDIS 2.5, a comprehensive update of the specifications in 
HEDIS 2.0, as part of our commitment to a continuously improving standard for health plan 
performance measurement. Work on HEDIS 3.0 will begin later this year and we look 
forward to moving health plan performance measurement to new levels. 

A recent survey by the Physician Payment Review Commission (Gold et al. 1995) found that 
84 percent of health plans, including both HMOs and PPOs, were reviewing HEDIS to 
generate performance indicators or assess their ability to generate indicators in the future. 
Large employers and business groups from around the country have embraced HEDIS as the 
core set of measures to evaluate health plan performance. 

While HEDIS was initially designed for commercial purchasers, it is important that health 
plans be held equally accountable for the quality of care they deliver to all members, 
regardless of the payor relationship. With funding from the David and Lucile Packard 
Foundation, NCQA is directing a project to create a set of comprehensive performance 
measures addressing the unique characteristics of the Medicaid population. On this project 
NCQA is working with HCFA, the State Medicaid Directors Group, and the states of 
Wisconsin, Minnesota, California, Oregon, New York, and Massachusetts. By building on 
the work of the private sector, the Medicaid HEDIS Project is a model for coordinating 
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public and private payor data demands. In the future, we look forward to exploring how 
HEDIS might be adapted for the Medicare population as well. 

The twin goals of measuring health plan performance are to improve quality and assist 
individuals and organizations with their purchasing decisions. Given the complexities of risk 
adjustment and the wide variation in health plan data systems, however, HEDIS data is best 
used now for comparing one health plan’s performance over time or against national goals 
where they exist. In the future, we fully expect that HEDIS data will be used as part of a 
"report card" for purchasers and consumers to compare the performance of one h^th plan 
against another and against national benchmarks. 

To more fully explore the challenges associated with producing, auditing, and displaying 
health plan "report card" data, NCQA announced its Report Card Pilot Project in January 
1994 with 21 participating health plans covering over 9.6 million enroUee. The Project 
concluded last month with a symposium here in Washington D.C. Thirty-eight of the 
HEDIS 2.0 measures were selected and refined for inclusion in the final report. While a 
copy of the Executive Summary and the Technical Report was submitted to the 
Subcommittee, I will briefly summarize the results in my testimony today; 

External Auditing is Critical - The audit process is essential to the credible 
implementation of any report card effort. To ensure the validity and accuracy 
of the data in the Report Card Pilot Project, NCQA designed a two part audit. 

The first component was a self-reported baseline assessment of systems 
capabilities, which includes detailed diagrams of claims processing systems and 
supporting documentation from the participating plans. To validate the self- 
reported findings, we performed an on-site audit that placed special emphasis 
on those areas prone to data "fallout" and errors, as well as data acquisition 
and health plan characteristics that might influence data quality or 
completeness. For further verification of accuracy, the audit teams compared 
a subset of the actual administrative data against medical records or other 
source documents. 

Health Plan Information Systems - Greater standardization of common data 
sets would enhance comparability and data integrity. Enhanced standardization 
would also reduce the audit burden, which is greatly increased by differences 
in the content, completeness, coding, and reliability of various data sets. 

NCQA encourages investment to enhance clinical information systems within 
the overall managed care industry to further quality measurement and data 
comparability goals. 

Enhancement of Perfomunce Measures - While the performance measures 
used in the Pilot Project were drawn from HEDIS 2.0, additional measures 
must be developed to ensure that report cards reflect the range of key clinical 
areas and meet the information needs of consumers. NCQA looks forward to 
developing these measures as part of the development process for HEDIS 3.0. 
Additional research is also ne^ed on the potential for developing and 
integrating risk adjustment into future report card efforts. 

Consumer Needs and Quality Information 

Without information on quality and cost, consumers cannot judge value. While consumers 
are not generally accustomed to getting information on health plan quality, our research has 
shown they are excited by the potential of health plan report cards. Quality measures give 
consumers an appreciation of what a health plan is responsible for providing. When 
consumers learn that their health plan should be coordinating their care and providing a 
network of credentialed physicians, they become interested in the corresponding performance 
measures. Consumers also want more information on operational issues. Meeting these 
diverse needs for information with clear and compelling data is one of the greatest challenges 
in this field. 
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While helpful to consumers, public release of the Accreditation Status List and our future 
accreditation summary reports are only part of NCQA's outreach and research into consumer 
information needs. With support from the Commonwealth Fund, NCQA has completed two 
parts of a three-part Consumer Information Project to assess the consumer perspective on 
quality. This includes an examination of: 

• What consumers want to know 

• What kind of technical quality information they find compelling 

• How much information is enough and how much is overwhelming 

• How should the information should be presented 

The first phase of the project consisted of in-dq>th consumer interviews and one focus group. 
The second phase included six consumer focus groups held in Seattle, Denver, and 
Philadelphia. The Agency for Health Care Policy and Research provided support for four of 
these six consumer focus groups. The third and final stage is plaimed as a demonstration and 
study of how consumers use report card information to make actual purchasing decisions in 
two metropolitan markets. We have also completed an HMO report card pilot project for the 
State of Maryland Health Care Access and Cost Commission which included consumer, 
provider, and employer focus groups. 

As a result of this research we have found that consumers are not generally accustomed to 
getting information on health plan quality. However, once introduced to the idea of health 
plan report cards consumers become excited by the potential. As you might imagine, 
consumers would prefer to see rqxrrt cards that show clear differences among health plans. 
However, because the differences among plans are often subtle, NCQA is researching 
consumer preferences on information format and presentation. While some consumers want 
overall health plan ratings and others more detailed reports, aU consumers want to choose 
value. 

When asked about issues specific to the health plan itself, most consumers identify physician 
choice ("Is my physician or a physician I choose on the list?”) as their first assessment of a 
health plan's quality. Consumers also want more information on operational issues such as 
out-of-pocket costs and how the plan works. Consumers also identified accessibility and 
convenience, along with prevention and educational outreach activities as important concerns. 

We found that quality measures (such as immunization and mammography rates) expand 
consumers' thinking about their health plan. Quality measures give consumers a better 
understanding of what their health plan is responsible for providing. When consumers learn 
that their health plan is responsible for coordinating their care and providing a network of 
credentialed physicians, they become interested in corresponding performance measures. 
National averages or industry standards are also helpful for consumers to make comparisons. 
While excited by these findings, we believe it a mistake to define or limit future consumers' 
information needs with today's expectations. 

We have also become aware of a strong undercurrent of public skepticism relating to the 
provision of information. For example, there was a unanimous desire to know who was 
behind any rating efforts. Overall, it was felt that few organizations would publish the "bad" 
ratings. We are now ottering an era when the release of spurious quality data could 
endanger the future of this field by validating the public's skepticism. As we go forward, we 
must continually emphasize the importance of a third party audit to ensure veracity. The 
challenge for policymakers is to both address and overcome the public's skepticism. 

Future of Health Plan Quality Measurement and Improvement 

I want to ptebce this section by noting that my remarks will pertain almost exclusively to 
quality measurement and improvement in HMOs. Preferred provider organizations (PPOs) 
and Physician hospital organizations (PHOs) are currently uruegulated by the majority of 
states, and any discussion of health plan quality must begin with an acknowledgement of 
these gaps in the regulatory spectrum. 
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NCQA believes that all health plans, regardless of their financing and delivery structure, 
should be held accountable for the quality of services and medical delivery. Delivery 
systems such as managed indemnity and PPOs should at least be required to: credential their 
providers; monitor services and delivery complaints and grievances; implement standards for 
utilization management; and provide data about member satisfaction and clinical 
performance. All health plans must be required to provide data on quality performance, or 
those more structured plans that have invested in information and clinical management 
systems could be put at a disadvantage in the marketplace. 

Competition in the health care marketplace is unique in the sense that innovations in quality 
improvement should often be shared in the interest of improving public health. Goals for 
HEDIS have been tied to important public health goals, such as those in Healthy People 
2000. Through conferences and professional publications, NCQA is facilitating a national 
dialogue on quality improvement in managed care organizations. Having reviewed so many 
health plans from around the country we are in a unique position to identify best practices 
and facilitate a supportive learning atmosphere. 

lust as many states have begun exploring the relationship between regulation and private 
sector accreditation, so to should the federal government. As mentioned earlier, NCQA will 
have accredited over half the nation's HMDs by the end of this year; a figure which includes 
health plans responsible for 66 percent of the seniors enrolled in TEFRA Medicare Risk 
Contracts. Because the health plans assume the cost of the review, the federal government 
receives a benefit at no additional cost. While NCQA Accreditation should not be a 
condition of participation in the Medicare program, health plans which have achieved 
accreditation should not be subjected to redundant HCFA certification processes. 

NCQA recognizes that reducing the rate of growth in the Medicare program is a ciibcal 
component of deficit reduction efforts. We believe there is real potential to reduce costs and 
improve quality through the use of managed care. However, we urge the Subcommittee to 
build on the work of this hearing and ensure that eiforts to reduce costs do not compromise 
quality in the process. 

Thank you again Mr. Chairman for holding this important hearing and providing the National 
Committee for Quality Assurance with the opportunity to testify. 
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Chairman Thomas. Thank you. Dr. O’Leary. 

STATEMENT OF DENNIS S. O’LEARY, M.D., PRESIDENT, JOINT 

COMMISSION ON ACCREDITATION OF HEALTH CARE 

ORGANIZATIONS 

Dr. O’Leary. I am Dennis O’Leary, president of the Joint 
Commission on Accreditation of Health Care Organizations. We are 
most appreciative of the opportunity to testify before the 
Subcommittee. 

Long before the enactment of the Medicare Program, the Joint 
Commission was established by the American College of Surgeons 
and other leadership organizations in the health care field that 
were and are committed to providing quality health care in this 
country. We remain the longest established health care accrediting 
body in the world, evaluating nearly 11,000 health care organiza- 
tions, including managed care networks. 

Today, I want to make two points to the Subcommittee. The first 
is that new and effective tools are available to measure quality of 
care in the complex and still evolving array of health plans across 
the country. These are important and necessary resources for 
evaluating the impacts of continuing change in health care. 

The second is that Medicare should consider expanding its 
existing quality of care partnerships with the private sector as it 
plans for the significant future use of managed care by its bene- 
ficiaries. To do so will help ensure that we maintain and improve 
upon the best available health care in the world. 

Let me begin by describing the Joint Commission’s quality 
measurement framework for managed care systems. The Joint 
Commission’s process for measuring quality has changed signifi- 
cantly during the last decade. We now have made a major and suc- 
cessful transition to a performance-based measurement system that 
is flexible, patient-focused and keyed to improving health outcomes. 

These are critical elements to the design of a quality oversight 
program for managed care systems because they permit meanin^ul 
assessment of health plans regardless of their size, configuration or 
scope of services. 

C3ur standards for managed care networks are built around the 
key functions that a health plan must carry out well in order to 
achieve good patient outcomes. This is a crucial focus, because a 
managed care network is more than the sum of its parts. It must 
integrate services across multiple and differing sites of care and 
assure that the needs of its enrollees are met at all points along 
the continuum of care. How well a network performs its functions 
has a large bearing on enrollee outcomes, the costs of care and the 
health status of the population served. 

Moreover, setting standards in this manner as performance 
objectives around key functions is essential in a rapidly changing 
environment where care must be taken to avoid prescriptive re- 
quirements that could impede market entry for new types of deliv- 
ery systems. 

Examples of key functions addressed in our standards include 
the following; coordination of enrollee services along the service 
continuum, second, the management of information to ensure its 
timely availability at each site of care, third, the management of 
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human resources to ensure the appropriate number, type, and mix 
of qualified personnel to carry out the plan’s obligations, fourth, the 
intranetwork education of and communication with enrollees and 
plan providers and practitioners, and finally, continuous measure- 
ment evaluation, and improvement of performance. 

This last function, continuous quality improvement, is the 
cornerstone of the Joint Commission’s new Integrated Network 
Accreditation Program. We see our job as sowing the seeds for in- 
ternal quality improvement programs that their plans inculcate 
and operate as a sound business practice. 

The second Joint Commission initiative is the establishment of a 
comprehensive database of performance indicators that address a 
range of quality issues such as access to services, enrollee satisfac- 
tion, health outcomes and functional status. Indicators address the 
results of care, and although inherently retrospective, often provide 
valuable insights as to internal systems changes that would 
improve future care. 

Today, after extensive development and testing, the Joint 
Commission has a modem set of clinical indicators called the 
IMSystem that covers such areas as medication usage, cardio- 
vascular care and trauma care. The Joint Commission is now ex- 
panding its inventory of indicators to include those developed by 
others. Nevertheless, establishing a comprehensive database of 
properly tested indicators is a daunting challenge and one that 
could certainly benefit from further public/private sector collabora- 
tion to standardize the measures. 

The Joint Commission has had a long and productive partnership 
with the Federal Government in overseeing quality in the Nation’s 
health care delivery organizations. This partnership provides a 
useful framework for meeting the challenges of quality evaluation 
as the country moves toward new models of health care delivery. 

When the Medicsu-e Program was enacted in the sixties the 
government looked to the Joint Commission’s state-of-the-art 
standards to help craft its quality standards for hospitals. The Gov- 
ernment also relied upon the Joint Commission’s surveyors and its 
evaluation process for certifying hospitals. 

This partnership has led to a consistent level of expectations for 
quality across the country. As new types of providers have been 
brought under Medicare, this partnership has been expanded to 
include home health, ambulatory surgery and laboratories. How- 
ever, no such partnership arrangement exists for Medicare man- 
aged care organizations. 

This is not the time to build a large government bureaucracy to 
oversee an evolving market nor is it the time to turn less than an 
acute ear to consumers reticent to choose managed care without 
the promise of quality protections. We need to Join together 
drawing upon the Federal Government’s leadership in funding out- 
comes research, clinical practice guidelines and other tools used in 
quality evaluation and for enforcement where necessary. 

The private sector should be drawn upon for its expertise in 
actually developing state-of-the-art standards and performance 
measures, and for implementing large-scale quality oversight pro- 
grams. Thank you. 

[The prepared statement follows:] 
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TESTIMONY OF DENNIS S. O LEARY, M.D. 

ACCREDITATION OF HEALTH CARE ORGANIZATIONS 

I am Dr. Dennis O'Leary, President of the Joint Commission 
on Accreditation of Healthcare Organizations. We appreciate your 
invitation to appear before the Subcommittee on this extremely 
important topic. 

The demise of last year's national health care reform 
initiatives has not slowed, and in fact may have stimulated, the 
expansion of new models of health care delivery. This evolution 
is being driven by both the need and the opportunity to create 
more efficient mechanisms for providing a broad array of 
services. The new entities being formed have increasingly complex 
and sophisticated relationships, reflecting state-of-the-art 
thinking about approaches to health care delivery, but also 
create anxieties among the public as to whether due attention is 
being paid to the gualltv of the services and care being 
delivered. 

This presents a major challenge to those in the private and 
public sectors involved with developing and implementing quality 
oversight systems. We must have measurement programs that are 
relevant to widely varied service arrangements and 
configurations. We must address ourselves to consumer concerns 
about disincentives for quality in a changing environment and to 
consumer demands for useful information to help them make 
important decisions about their care. An we must incorporate the 
evolving focus by purchasers and policymakers on population-based 
health, disease prevention, health promotion, outcomes, and 
consumer satisfaction. 

The Medicare program must also face the fact that quality 
measurement in the 1990s is different and more complex than ever 
before. Medicare should anticipate and plan for significant 
future use of managed care by its beneficiaries, make sure that 
it has a construct for quality oversight that will satisfy the 
public, and take advantage of rapidly emerging, cutting-edge 
private sector initiatives. New types of delivery systems pose 
unique quality issues for all of us, but fortunately the 
government and the public can benefit from seminal work done over 
the past ten years in the private sector, and from a 
public/private partnership framework that has served the public 
well for the last thirty years. 

The Tartsership 

The Joint Commission has had a long and productive 
partnership with the federal government overseeing quality in the 
nation's health care delivery organizations. This is a 
partnership that we value and one that continues to provide a 
useful framework for meeting the challenges of quality oversight 
as the country moves toward new models of health care delivery. 
This partnership marries market incentives to achieve formal 
recognition as a provider of quality evaluation services with the 
enforcement powers of the government where necessary. 

When the Medicare program was enacted in the mid l960s, the 
government recognized the important contributions that the 
private sector could make to the protection of the elderly. The 
Medicare insurance program was centered around hospital-based 
care. The government looked to the Joint Commission's 
state-of-the-art hospital standards to help craft Medicare's 
Conditions of Participation — its quality standards for 
hospitals. Faced with the enormous task of determining the 
compliance of thousands of hospitals with those conditions, the 
government recognized that it could extend its limited dollar and 
human resources by relying upon the Joint Commission's cadre of 
experienced surveyors and its evaluation and decisionmaking 
processes for the purpose of certifying hospitals. At the same 
time. The federal Conditions of Participation would offer a 
public route of entry for those hospitals unable to comply with 
accreditation standards. 
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We believe that this partnership has worked well for all 
parties and has led to the continuous upgrading of care in the 
United States. And- it has resulted in a consistent level of 
expectations for quality across the country. In fact, 
accreditation standards are reflected in most state licensure 
laws, and in legal decisions by the courts. However, the most 
notable benefits from the partnership have been incentives to 
providers for achieving optisal standards of care and assurances 
to the public t lat poor performers will lose their Medicare 
certification. PuziUier, I believe that the give and take over the 
years regarding federal versus private sector performance 
expectations has served to improve each partner's contributions, 
while serving as a major stimulus for hospitals and other types 
of provider organizations to provide the beat available care in 
the world. 

As new types of providers and suppliers have been brought 
into the Medicare reimbursement system, this partnership has been 
expanded to nonhospital-based service organizations, such as hone 
health, ambulatory surgery, and laboratories; and also to other 
national accrediting bodies specializing in specific areas. 
However, no formalized partnership arrangement exists for 
Medicare managed care organizations. 

OuaXity xeasuremeat Has Changed 

The Joint Commission's process for measuring quality has 
evolved significantly since the mid IdBO's when we began our 
Agenda for Change. The Agenda for Change has involved the 
creation of a performance-based measurement system that is 
flexible, patient-focused, and concerned with Improving health 
outcomes. The advances in the state-of-the-art of quality 
measurement and evaluation have critical implications for quality 
oversight of managed care systems, because they permit 
contemporary and meaningful assessment of health plana regardless 
of their size, configuration, or scope of services. 

I would like to describe three major components of the 
Joint Commission's new approach to quality evaluation and 
demonstrate how they are relevant to managed care plans. 


The Hacastlng of Accreditation Standards 

First, standards for all our accreditation programs have 
been rewritten around the key functions that an organization must 
carry out effectively in order to achieve good patient outcomes. 
This may appear si^listic, but it is a crucial principle in 
designing a quality and evaluation approach for complex entities 
like health plans. A managed care network is more than the 
simple sum of its parts; it is defined by its responsibility for 
integrating services across multiple and differing sites of care, 
and for assuring that the needs of its enrollees are met along 
the full continuum of care. How well a network performs its 
functions has a large bearing on enrollee outcomes, the cost of 
providing effective and appropriate services, and the eventual 
health status of the population served. 

Moreover, setting standards in this manner — as performance 
objectives around key functions — is essential in a rapidly 
changing environment. Establishing prescriptive requirements 
would simply impede market entry as new delivery systems and 
products continue to evolve. 

As has been our tradition, we drew upon the expertise of a 
broad array of steUceholders to develop the managed care network 
standards published by the Joint commission last year. These 
standards constitute a comprehensive framework of performance 
objectives for the complex delivery systems of today and 
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tomorrow, regardless of their specific configurations. Some of 
the most important functions addressed in the standards are the 
coordination of enrollee services along the service continuum; 
the management of information to ensure its timely availability 
at each site of care; the management of human resources to ensure 
the appropriate number, type and mix of qualified personnel to 
carry out the plan's obligations; and intra^network education of 
and communication with both enrollees and plan providers. These 
dynamic functions require that the network's brain continuously 
address issues of coordination, integration, and communication 
while also setting network goals and assuring the appropriate 
allocation of resources, and continuously measuring, assessing 
and improving the network's performance. 

That's why the Joint Commission's standards also emphasize 
the role of plan leadership in overseeiry all of the network's 
key functions. Let me use "leadership" as an example of our new 
way of expressing performance expectations and how these apply to 
networks. Our old standards relied on each department in a 
hospital to provide leadership to its service. Consonant with our 
performance-based standards, that leadership responsibility has 
shifted to the hospital's management, clinical leadership and 
governance structures which are also required to determine the 
needs of the organization's community and plan for the provisions 
of appropriate hospital services. The comparable requirements for 
networks require the plan's central, identified leadership to be 
cognizant of the expectations of its enrollees; seek and listen 
to enrollee feedback, and actively work to address the identified 
needs. 

The cornerstone standards in our new Network Accreditation 
program address the network's responsibility for continuously 
improving its performance. We emphasize these standards because 
quality is not achieved simply by the performance of periodic 
surveys. We see the Joint Commission's role as sowing the seeds 
for internal quality improvement programs that continuously 
measure, evaluate and improve performance. Instilling internal 
incentives for systems improvements at the local level is our 
primary objective, and it should, we believe, be the objective of 
all external review activities. 

In recent years, we have seen great strides in the 
development of measurement tools to support quality improvement 
activities, such as reference databases, clinical practice 
guidelines, functional status and quality of life measures, and 
others. Moreover, many health care networks have begun to adopt 
some of the many approaches to CQI and TQM that have been 
popularized by American industry. Those of us who are onsite in 
these networks are in a unique position to provide technical 
assistance to providers and plans in establishing quality 
improvement programs. We can also determine whether their problem 
detection and solving processes are actually working, as we 
conduct interviews with patients and staff. This is a unique and 
invaluable aspect of the accreditation process. 

The Development of Quality Indicators 

A second initiative has been the development of a system of 
quality indicators that can be applied to accredited health care 
organizations on an ongoing basis and can be used both as early 
warning signs of potential problems and as continuous markers of 
quality improvement opportunities, indicators address the 
results of care provided and, although inherently retrospective, 
often provide insights as to potential systems changes that would 
improve future care. Used in conjunction with accreditation 
standards, indicators make possible a comprehensive evaluation 
system that is both precise in the information that it gathers 
and predictive of future organization performance. 
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Today, after extensive development and testing activities, 
the Joint Commission has a modern performance measurement system 
and database called the iMSystem. The IMSystem encompasses a 
steadily expanding base of important clinical indicators that 
cover such areas as medication errors, infection control, trauma 
care and oncology services. 

Let me give you an example of hov a network indicator might 
differ from one used in a single site provider, like a hospital. 
If we were examining total hip replacement in a hospital, ve 
might confine ourselves to measuring the appropriate use of the 
procedure, its technical performance, and the planning for the 
patient's transition to home. When looking at the asma service in 
a network, we would go beyond those measures to address issues 
such as access to hip replacement surgery, coordination of 
folloW'-up care, and the patient's ability to function, including 
his or her ability to return to work. These added dimensions 
reflect enrollee expectations regarding the network's performance 
of its important functions. 

We are now expanding our inventory of measures to include 
those developed by others. This will permit rapid expansion cf 
the database to provide accredited organizations with to meet 
their varied needs and those of their enrollees. 

Estahlishing an inventory of properly tested measures for 
use in managed care organizations is a daunting challenge and one 
that could certainly benefit from further private/public sector 
collaboration. The Joint Commission recently issued invitations 
to sore than 250 organizations to solicit their involvement in a 
partnership of sharing performance indicators. We have had a very 
good response thus far. There is still a need, however, to 
standardize the measures in the inventory. If we are to have 
useful information, the performance data gathered from health 
plana must be comparable. Measures must also be valid, relevant 
to patient outcomes, and reliable. Otherwise we will waste a 
major investment in performance measurement and data collection 
activities. 


Public disclosure 

A third initiative that came to fruition last year was the 
implementation of our new policy on discloaiire of performance 
information about accredited organizations. We developed and 
began to make available to the public last December our first 
performance reports on accredited organizations. This, ve 
believe, is part of our public trust. As the major gatherer and 
keeper of important performance Information on 11,000 health care 
organizations, ve have an obligation to share this information 
with today's increasingly knowledgeable and interested public. 

Managed care plans are under increasing pressure to provide 
information to the consumer about their services, administrative 
policies, and key dimensions of quality. The challenge will be to 
produce reports that are truly helpful to those using the 
information to choose among plans. More clearly needs to be done 
to determine what consumers most want to know about plans, and 
how this information is best presented. 


We believe that our new initiatives involving standards, 
indicators and public performance reports provide an important 
framework applicable to all types of service delivery and 
configurations. None of these parts can be taken in isolation. 
There are no data sytems, whether designed to capture routine 
outcomes or encounter data, that can substitute for onsite survey 
of a managed care network. There is no substitute for talking 
directly to patients and to practitioners; to visiting high risk 
and low risk sites of care; to observing first hand the 
underlying processes in action and what they are likely to 
produce. All the elements described in our testimony are 
essential to building and maintaining public confidence In the 
future health care delivery system in the United States. 
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Chairman Thomas. Thank you very much. Dr. Bee. 

STATEMENT OF DAVID M. BEE, M.D., VICE PRESIDENT, 
AMERICAN MEDICAL PEER REVIEW ASSOCIATION 

Dr. Bee. Good afternoon, Mr. Chairman and Members of the 
Committee. My name is David Bee. I am a board-certified internist 
and have practiced in Glendale, CA, for about 20 years, 10 as a 
contracted IPA, independent practice associations, provider to 10 
different HMO plans. I have also been a board member of the 
California PRO, CMRI. 

I was one of the founders and also served a couple of years as 
the President of the California PRO. For the last year and a half 
I have been a full-time district medical director for FHP. I think 
I have seen a broad spectrum of health care as it has evolved over 
the last 20 years. 

I am very pleased to represent AMPRA, the American Medical 
Peer Review Association. AMPRA is a national organization, 
membership association of quality improvement organizations, 
which includes all of the peer review organizations around the 50 
States. I currently serve as AMPRA’s vice president. AMPRA sup- 
ports public and private efforts to protect and improve the quality 
of health care. 

We want to do that through services involving active sponsorship 
of both internal and external quality management systems and we 
thank the Subcommittee for focusing attention today on this very 
important issue. 

America’s peer review organizations are private sector independ- 
ent entities representing thousands of community-based physicians, 
nurses and other health care professionals, most of whom have had 
a very long commitment to continuous quality improvement of the 
health care system. PRO’s collaborate with all community 
providers of health care, including employer groups. Medicare and 
Medicaid Programs, the AHCPR, State health departments, and 
consumers. We are seeking to impact the quality of health care and 
we are using the quality improvement tools of industry. 

Mr. Chairman, 9 years ago this Subcommittee, with a laudable 
mission, drafted section 9313 of the Budget Act of 1986. This 
section commissioned the Institute of Medicine to design a strategy 
for quality review and assurance in Medicare. The Institute’s 1990 
report to Congress became the blueprint for reengineering Medi- 
care’s PRO program, which has evolved into the HCQIP described 
for you today. We strongly direct your attention to the fact that the 
HCQIP enjoys widespread support from numerous provider and 
Medicare benePciary groups, as you will later hear. 

Our written testimony before you describes several of the over 
400 current projects already improving access, process, outcome 
and cost across the country. These projects have only been initiated 
for about the past 2 years and should be considered preliminary. 
However, the findings are quite encouraging. 

I heard Dr. Vladeck say that he was not willing to put any cost 
saving numbers on the projects that are underway. A couple of our 
member PROs have been willing to project some cost savings. 

In Arizona, using tools to stimulate the community to reduce in- 
appropriate surgery for cancer of the prostate, the numbers gen- 
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erated their project into about $1.08 billion in savings if they are 
equally successful across the country. I must point out that the 1.7 
number in your testimony was a typographical error. 

Over 20 States, including my own State, are participating in 
stroke prevention projects and the Michigan PRO, using just 19 of 
its State hospitals projected a saving of over $1 million in 
prevented strokes if the guidelines were appropriately followed. 

You have heard the story of New York in preventing unnecessary 
heart catheterizations which are projected to save about $7 million. 
Through AMPRA’s facilitation, about 16 other PROs around the 
country are using these same projects to try to improve the care 
in their community in the same way. 

AMPRA and its members are committed to using community- 
based, locally controlled, effective interventions in health care. We 
believe that community physicians using nationally developed 
guidelines in cooperation with their local medical societies, with 
local physician groups and especially societies, can develop the 
kinds of projects that will actually move to push Dr. Jenck’s 
beautiful curves in the direction that we wish them to go. We be- 
lieve that is the mission of the PRO, the mission of AMPRA, and 
we believe that using these tools together we can forge a high qual- 
ity future for American consumers. 

In conclusion, there have been tremendous advances in building 
the science of quality measurement. There is scant evidence, 
however, that we have been able to translate practice guidelines, 
outcomes research and performance measures into sustained 
changes in practice behavior. The PROs have demonstrated a 
unique competency in facilitating and inte^ating quality manage- 
ment concepts and tools at the local physician hospital health plan 
level through the health care quality improvement project. 

Mr. Chairman, we appreciate the opportunity to testify and look 
forward to working with the Committee in designing strategies for 
improving the quality of health care for all Americans. Thank you. 

[The prepared statement follows;] 
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TESTIMONY OF DAVID M. BEE, M.D. 
AMERICAN MEDICAL PEER REVIEW ASSOCIATION 


1. The American Medical Peer Review Association (AMPRA) representing federally 
designated Peer Review Organizations (PROs), support public and private efforts to 
protect and improve the quality of health care services, through active sponsorship of 
both internal and external quality management systems and programs. 

2. PROs share a mission to serve as a primary agent in focusing local community energy 
to achieve jsigniflcant and continuing improvement in the quality and effectiveness of 
health care. PROs engage health care practitioners, health plans, purchasers and 
consumers in collaborative efforts by; monitoring health care patterns to identify 
opportunities for improvement and tracking progress toward achievement of the highest 
quality of care; interpreting and sharing information about care processes, health 
outcomes, and current science; and actively encouraging all parties to make positive 
changes in behavior that would improve the status of individuals and populations. 

3. The Ways and Means Comminee is to be complimented for its role in setting a new 
course for Medicare quality assurance. Nine years ago, the Subcommittee drafted 
Section 9313 of the Omnibus Budget Reconciliation Act of 1986 commissioning the 
Institute of Medicine (lOM) "to design a strategy for quality review and assurance in 
Medicare." The lOM's subsequent repon became the blueprint for Medicare's Health 
Care Quality Improvement Program. 

4. Medicare's Health Care Quality Improvement Program is an exciting and dynamic new 
partnership between beneficiaries, providers. PROs, and the Health Care Financing 
Administration to improve the quality of care for Medicare beneficiaries. In the over 
400 local improvement projects that PROs have implemented to date, there is clear 
evidence that patient outcomes can be improved, dollars can be saved, and beneficiaries 
can be educated and empowered to make informed health care choices. As the program 
matures and successful efforts are replicated across the country, there is even greater 
potential for accelerating the pace of improvement and cost savings. In one project area 
alone, an effort to reduce the incidence of radical prostatectomies, if the results in four 
states were mirrored across the country, the Medicare program would save over $1,7 
billion. 

5. The growth of Medicare managed care is an Inevitable result of the managed care 
revolution sweeping the private sector. There are both risks and benefits to patient care 
associated with prepaid delivery systems that suggest the need to strike an appropriate 
balance between external monitoring and reliance on the unique interna) quality 
assurance and improvement capabilities of integrated health plans. In this regard, 
AMPRA supports the resolve of the Health Care Financing Administration to redesign 
PRO oversight of Medicare managed care to fit the model of the Health Care Quality 
Improvement Program and recommends the inclusion of Medicare risk contract 
populations in the quality improvement projects already in progress. AMPRA supports 
the Medicare health maintenance organization (HMO) performance measurement 
project, led by the Delmarva PRO and Harvard University, and urges its immediate 
pilot testing prior to national implementation. Finally, AMPRA supports the 
development of a minimum patient encounter data set for Medicare risk contract plans 
to be used in support of both imemal and external quality management efforts. 

Written Statement 
of the 

American Medical Peer Review Association 

Mr. Chairman and members of the House Committee on Ways and Means 
Subcomminee on Health, my name is David M. Bee, M.D., F.A.C.P. I am a board certified 
practicing internist with 20 years of bedside imemal medicine and critical care practice. Last 
year 1 became a full-time medical administrator for FHP, a multi-state managed care company 
based in California. I am past president and current board member of California Medical 
Review, Inc., the Medicare peer review organization (PRO) in California. 1 have been 
associated with quality assurance activities since 1974. 

I am here today representing the American Medical Peer Review Association 
(AMPRA), where I currently serve as vice president. 
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AMPRA is a national membership association of independent quality evaluation and 
improvement organizations, which includes the PROs. As an association dedicated to quality 
health care through independent and community-based quality evaluation and improvement 
programs, we appreciate the invitation to testify and thank you for bringing needed attention 
and focus to the issue of quality health care. 

My remarks today will focus on the quality assurance and improvement services 
provided by the AMPRA membership for the Medicare program as part of its Health Care 
Quality Improvement Program (HCQIP). This work includes quality evaluation of both 
Medicare fee-for-service and Medicare risk contract plans. 

The Quality Challenge 

Regardless of one's political persuasion, protecting and improving the quality of health 
care services while working to ensure access to those services is a goal we all share. We must 
work together to design internal and external strategies to continuously improve health status 
and the delivery of health care ser\'ices in our communities. At a time when health care 
delivery is being rapidly transformed by managed care and when budget pressures are expected 
to reduce expenditures for Medicare and Medicaid, Americans deserve a comprehensive system 
of quality accountability. 

For over two decades, the AMPRA membership has been committed to serving as a 
catalyst in focusing community energy to achieve significant and continuing improvement in 
the quality and effectiveness of health care. As a national network of private sector, 
independent organizations, we have been called on by Medicare. Medicaid, and private 
purchasers to: 

• monitor health care patterns to identify opportunities for improvement and to 
track progress toward achievement of the highest quality of care; 

• interpret and share information about care processes, health outcomes and 
current science: 

• actively encourage all panics to make positive changes in behavior that would 
improve the health status of individuals and populations. 

Let me underscore that our work in local communities is not confined lo the 
measurement of quality. While we begin w ith the application of quality indicators/performance 
measures to pinpoint opportunities for improvement, our real success is determined by out 
ability to catalyze sustained improvement through changes in practice behavior, health care 
processes and individual decision-making. 

Our experience teaches us that any comprehensive quality initiative must incorporate 
three important functions: continuous quality improvement; consumer education; and quality 
protection. 

Continuous quality improvement ensures that all practitioners involved in the delivery 
of care strive to reach the highest quality of care achievable based on current scientific and 
professional knowledge. Continuous quality improvement enhances health outcomes for 
individuals while reducing the costs of care. 

Consumer education empowers the individual to make appropriate choices (lifestyle, 
medical treatment, provider, health plan, etc.) based on reliable and understandable information. 

Quality protection ensures that individuals and populations escape harm from providers 
not meeting minimally accepted standards of care. 

We urge the subcommittee to keep these key functions in mind when analyzing public 
and private sector quality initiatives. 

THE HEALTH CARE QUALITY IMPROVEMENT PROGRAM - A Model of 
Government Re-engineering 

I would now like to turn my attention to HCQIP. Mr. Chairman, nine years ago the 
ways and means subcommittee on health authored Section 9313 of the Omnibus Budget 
Reconciliation Act of 1986 which commissioned the Institute of Medicine (lOM) "...to design 
a strategy for quality review and assurance in Medicare." In 1990, after review and study by 
a national panel of experts, the lOM issued its report 

This innovative study. Medicare A Sirategy for Quality Assurance - embraced by 
Congress, the Bush and Clinton administrations, and all participants in Medicare’s quality 
assurance activities -- became the blueprint for Medicare's HCQIP. As the program name 
implies, PROs form partnerships among government, providers, and beneficiaries for the 
purpose of improving the quality of care delivered to Medicare beneficiaries. 

As you will hear today. HCQIP has become a mcKlel for government re-engineering and 
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privatization. The Health Care Financing Administration (HCFA), to its credit, has relaxed the 
reins of central control and regulatory authority and empowered local communities to 
seek their own opportunities for quality improvement. In its short history, HCQIP has 
demonstrated the potential to improve health outcomes for beneficiaries while reducing costs 
and expenditures for Medicare providers and the Medicare program. 

The Evolution of Health Care Quality 

Mr. Chairman, in describing HCQIP, it is important to be reminded that quality 
improvement has become one of the core tenants of health policy over the past decade, 
contributing to a healthier, more productive population which in turn results in significant 
health care savings. This shift to quality improvement reveals a fundamental change in the 
way health care is delivered, practiced, and purchased. 

In 1993 Medicare followed this shift, transforming its oversight program from one of 
peer review -- singling out individual poor performers identified after the fact — to one of 
quality improvement, promoting good practices and continually identifying opportunities for 
improvement within health care facilities. 

As PROs, we now serve as active participants in health care quality improvement, 
adopting a seamless approach which unites us with physicians, fee-for-service and managed 
care providers, consumers, accreditors, federal and state agencies and local community 
representatives. Specific emphasis is placed on actively involving these groups in developing 
improvement agendas, programs and projects. With the PRO acting as the change agent, this 
approach encourages cooperation among all participants in the community's health care 
delivery system and promotes removal of competitive barriers. 

As catalysts for community-wide quality improvement, we bring improvement methods 
and tools to providers and communicate w'ith beneficiaries and providers to promote informed 
health choices, information is nov. available to Medicare beneficiaries that will promote 
individual participation in health care decision-making. More specifically, efforts are underway 
to educate individual beneficiaries about preventive health care, provide information about 
treatment options, and to promote increased health awareness in the senior population. 

As with other purchasers of health care services in the private sector and the insurance 
industry. Medicare has the right to sever contracts with providers found to provide poor care. 
This is accomplished through (he quality protection authority, confened by statute to the 
Medicare program's agents, the PROs. 

Lastly Mr. Chairman. PROs have become centra! to improving not only the health of 
Medicare beneficiaries, but of other recipients of health care. As the quality improvement 
changes for Medicare beneficiaries become institutionalized, all populations -- not just 
Medicare beneficiaries - will benefit from and utilize these improved health processes. Indeed, 
we invite the private sector to join our Medicare-sponsored improvement activities when topics 
are relevant to the under 65 population. 

Local Quality improvement in Health Care Facilities 

In identifying opportunities for improvement, PROs profile patterns of care from 
representative samples of practices and services. These samples are compared to quality 
indicators, based on published practice guidelines, research, or widely accepted practice 
parameters. The data are analyzed and shared with providers (defined here as hospitals) who 
are invited to engage in improvement projects. 

Participants in improvement projects range from one to several hundred providers. 
Facilities which collaborate with the PROs in an improvement project agree on a specified 
course of action to make the improvement, such as changes in protocols or treatment plans. 
Some facilities are able to make improvements on their own, but others may request that the 
PRO assist them with advice, tools, or technical expertise. 

After improved processes have been adopted, PROs monitor improvements to determine 
the extent of the improvement. Since improvement is continuous, ongoing and periodic 
monitoring ensures that improvements are maintained. 

Quality improvement projects in health care facilities typically involve disease 
processes, conditions, or procedures which are both prevalent and costly. Focusing on quality 
of care concerns — reducing risk of complications in hospitals, preventing unnecessary 
procedures and promoting preventive care - the health care facility improvement projects save 
money. The dollar savings are the incidental by-product of the improved care through quality 
improvement initiatives such as prevented admissions, reduced length of hospitalization, 
avoided surgical procedures and improved health status. 
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Quality Improvement Case Studies — improving Care and Saving Money 

Given that the mission of HCQIP is to promote the quality, effectiveness, efficiency and 
economy of services to Medicare beneficiaries, the message is simple and compelling; quality 
saves money. Although HCQIP has been in existence for a relatively short period of lime, the 
program shows great promise in documented improved quality of care and cost savings to 
beneficiaries, providers, and the Medicare program. 

To illustrate the scope of HCQIP improvement efforts underway, many projects are not 
confined to individual states but are replicated in other locales, enhancing their impact across 
the nation. In addition, several PROs work together on multi-state projects, sharing methods 
and experiences, such as the twelve Rocky Mountain states which work to improve care for 
heart attack patients in 175 small rural facilities. 

Following are a few case examples of improvement projects where providers have 
actively idcntificxi opportunities for improvement. At this early stage of the HCQIP program, 
we assume, Mr. Chairman, that participating hospitals will carry out and complete their self- 
generated action plans, leading to the desired benefits of quality improvement and cost savings. 
Currently, over 400 individual quality improvement projects are being implemented and are 
effecting real improvements in the community. 

Case Study #1: Reducing Unnecessary Prostate Surgery. In the United States, prostate 
cancer affects about 30 percent of men over age 50. Since prostate cancer is slow to grow, 
most men die of other causes and the risk of the operation and its side effects — impotence, 
incontinence, urethral stricture and death -- can outweigh the value of surgery itself. In fact, 
literature suggests that men over 70 experience little benefit from the procedure, that the option 
for surgery should be the exception rather than the rule, and that surgery is no! justified at all 
in men older than 75. 

Nevertheless, data show the procedure has grown rapidly among the Medicare 
population. Several PROs now are using guidelines produced by the Agency for Health Care 
Policy and Research (AHCPR) to educate patients and providers about viable alternatives to 
prostate surgery, including watchful waiting and radiation therapy. Preliminary data from one 
PRO study show a 75 percent reduction in radical prostatectomy for men in this age group 
after provider education was delivered. This drop in surgery has resulted in Medicare program 
savings of more than $1.3 million by the five collaborating hospitals and an increased quality 
of life for those patients. If all hospitals in the state were to become involved In this 
improvement opportunity, $2,621.(60 per year could be saved. 

Four additional PROs collaborating on a similar prostatectomy project estimate cost 
savings for 1993-1994 as ranging from $5.6 to $13.5 million, for a combin'-.d savings total of 
$36.8 million. If implemented by the enure nation, the projected Medicare savings could total 
over $1.7 billion. The movement has begun, as approximately 20 PROs are already 
implementing this project topic. 

Case Study #2: Improving Blood Product Transfusion Practices The nation's blood supply 
is at a dangerously low level and hospitals have been faced with the prospect of running out 
of blood products. Moreover, existing practices for reserving blood render it useless to other 
patients in an emergency. While this practice guarantees availability, usually only half of the 
reserved blood is actually used By implementing minimal changes in the way blood is ordered 
and tested, one PRO helped hospitals to improve quality by maintaining a readily available 
blood supply and eliminating waste. The project has the potential to save as much as $700, 
000 annually if all hospitals in that state participate. 

In addition to issues in securing blood, research has shown that across the nation blood 
components arc being used in surgery even though patients may not need them. Unnecessary 
use of blood components increases the risk of allergic reactions and adverse events (such as 
transmission of infectious diseases (ike AIDS and hepatitis), results in a lack of precious blood 
resources, and leads to higher health care costs associated with complications. Reducing 
inappropriate blood use among 10 hospitals in one state could lead to an estimated savings of 
$256,065 to $4.1 million, according to that state’s PRO. 

Another PRO investigated the administration of platelets, a blood component, for 
Medicare patients in their stale and discovered that the cost of platelet overulilization for six 
providers equaled $23,050 a year. The PRO educated physicians with regard to the College 
of American Pathologists' guidelines which recommend gauging platelet transfusion by patient 
weight. This improvement project reduces the waste of blood platelets and preserves inventory 
levels so other patients in need will have platelets available. 
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Improving the retention and admirustration of blood products will enhance quality of 
care for all palienls by lowering the potential risk that comes with unnecessary transfusions and 
lessening the demand for a valuable resource. Currently, approximately 36 PROs are 
conducting blood conservation improvement projects. 

Case Study #3: Promoting Appropriate Treatment of Heart Attacks. Using Medicare 
mortality data, several PROs are conducting projects on the appropriate use of ihrombolylics 
(including aspirin) in patients admitted for heart attacks, one of the leading causes of death in 
the United States Pattern analysis reveals that a significant number of patients are eligible for 
thrombolytic therapy bul either do not receive thrombolytics at all, or if so, do not receive them 
in a timely fashion. 

Guidelines published by the American College of Cardiology advocate the appropriate 
administration and timing of thrombolytic therapy. By promoting these guidelines, one PRO 
found that the cost for a heart attack episode dropped an average of $420 per patient stay and 
that the length of stay decreased by three days, all due to improved treatment as a result of 
their intervention. Another PRO estimates that nearly $2 million could be saved if improved 
management of thrombolytics were to prevent rcciureni admissions by as little as 10 percent. 

At present, approximately 21 PROs are pursuing projects on the appropriate use of 
thrombolytic therapy. These projects are one aspect of the larger cooperative cardiovascular 
program being implemented by the HCFA. 

Case Study M: Preventing Pressure Ulcers. Pressure ulcers are a serious national health 
problem that affect at least 1.7 million patients with an associated health care cost of more than 
$1.3 million. This condition can be difficult to treat and leads to unnecessary pain, increased 
risk of infection, intensified nursing care, extended hospital stays and higher patient care costs. 
Prompt and effective treatment, however, can minimize these effects and speed recovery. 

Statistics reveal the costs of treating pressure ulcei^ as 2.5 limes as much as prevention. 
Treating a single ulcer can range from $4,000 to $40,000. Pressure ulcers can be minimized 
by educating providers and promoting systematic adherence to preventive procedures, such as 
the guidelines published bs AHCPR. Appropriate guideline implementation is estimated to 
reduce the cost of pressure ulcer treatment by as much as $40 million nationally. Expected 
savings from prevented pressure ulcer improvement projects in two small states equal 
$940,000. Currently, approximately 1 1 PROs arc pursuing this project topic. 

Case Study #5: Improving Heart Catheterization Practices. Heart catheterization, a 
procedure examining the arteries surrounding the heart, is a standard procedure in patients with 
coronary artery disease, the major underKing cause of death in the United Slates today. 
Although the procedure has historically been performed on both the right and left sides of the 
heart, the American College of Cardiology and the American Heart Association recently 
published guidelines slating that without specific indication, routine right heart catheterization 
is unnecessary. According to the guidelines, a cardiologist should neither provide nor seek 
compensation for catheterization services known to be unnecessary. Current review of 
Medicare data by several PROs shows that cardiac surgeons routinely examine both sides of 
the hean while preparing a patient for catheterizations, whether or not the suspected problem 
relates to both sides of the heart. 

One large PRO found that many hospitals had no criteria for performing right heart 
catheterizations and that individual cardiologists appeared to make their own decisions Indeed, 
many hospitals seemingly performed the procedure as training for their residents After a 
series of provider meetings and intensive educational efforts, re-evaiuation of data before and 
after the education found a sharp reduction in frequency of right heart catheterizations, 
resulting in less risk to patients and a savings of approximately $7.7 million per year. 
Approximately 16 PROs are now involved in this improvement opportunity. 

Case Study #6; Preventing Strokes. Several PROs are examining the use of anticoagulants 
in patients hospitalized with a rapid irregular heart rate, also known as atrial fibrillation. 
Anticoagulants are recommended to prevent blood clots - which in turn can result in strokes - 
- in patients with this condition, according to a consensus panel of the National Stroke 
Association, guidelines produced by the American Heart Association and others. 

Impi'ovement projects underway reveal that significant numbers of patients with chronic 
atrial fibrillation are not being given anticoagulants, however. Strokes impact quality of care 
by increasing the potential loss of life and the use of long term care facilities and 
pharmaceuticals; reducing quality of life, life expectancy, and family stability: and affecting 
the ability of the elderly to live independently. As a complication, strokes - one of the leading 
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causes of death among the adult population ~ can generate thousands of additional Medicare 
dollars per patient stay, not to mention the co^ of rehabilitation, long term care and death. 

Simply educating providers that anticoagulants should be considered in the absence of 
contraindications results in improvements in quality of life while diminishing the incidence of 
costly strokes. For one PRO, combined savings from two small state projects are estimated 
at over $1 million. At another, larger PRO, direct cost estimates as a result of reducing stroke 
admissions ~ thanks to increased appropriate use of anticoagulants at only 19 hospitals — 
ranged from $1.1 to $4.8 million in Medicare program savings. At present, approximately 20 
PROs are implementing this improvement Of^minity. 

Case Study #7: Preventing Lower Extremity Surgery Complications. Pulmonary Embolus 
(PE), a bl(^ clot in the lung associated with Deep Vein Thrombosis (DVT) — a blood clot 
of the lower extremity -- is a frequent but largely preventable complication of any operation 
of the lower extremity, such as the knee or hip. In fact, PE is the single most common cause 
of preventable hospital-associated death. 

Published guidelines show effective methods for preventing DVT/PE, and illustrate that 
patients who do not receive this care are unnecessarily exposed to the risk of serious 
complications. Pattern analysis by PROs uncovered significant numbers of lower extremity 
surgery where patients were not receiving appropriate monitoring and/or preventive therapy 
during admissions. Provider education emphasizes appropriate preventions, according to 
published guidelines, in patients undergoing these operations. 

In one state, the average, annual Medicare charge for treating a patient for lower 
extremity complications was approximately $13,395. This figure strongly suggests that 
considerable cost savings will result as medically appropriate steps to prevent DVT/PE are 
implemented. Currently, approximately 1 1 PROs are conducting variations on this 
improvement project. 

Beneficiary Educatioa Initiatives 

An important goal of HCQIP is for PROs to communicate with beneficiaries and 
providers to promote informed health choices. Recognizing the value of involving beneficiaries 
in the health care decision-making process, the Medicare program has made beneficiary 
education an integral component of its benefit structure. In this arena, PROs are making data 
available to providers and beneficiaries on health promotion, treatment options, and disease 
prevention. 

Services which have proven potential for illness prevention (i.e., influenza and 
pneumonia vaccination) and early cancer detection (i.e., screening mammography) have been 
greatly underutilized by the Medicare population. Information about treatment options likewise 
targets two very common conditions in the Medicare population: breast cancer and prostate 
cancer. 

Our approaches to disseminating information to Medicare beneficiaries vary. Several 
are being pilot-tested. They usually involve networking with consumer groups, the media, 
information hotlines, or organizations chat share the PRO’S interest in health promotion. 
Beneficiary Education Case Studies 

Case Study # 8: Influenza and Pneumonia Vaccination. Although many seniors are aware 
that the flu shot prevents illness, only about one third of all eligible persons obtain the shot. 
Both flu shots and pneumonia vaccinations are a covered Medicare benefit at no cost to the 
beneficiary. Individuals who are not vaccinated face increased risk of illness resulting in 
hospitalization and perhaps unnecessary cost to the system. 

In one example of a medium sized state. Medicare billing data demonstrated that flu and 
pneumonia accounted for 7.761 hospitalizations in a one year period. The average length of 
stay was 9.2 days, with an average cost of $9,685 per stay. The total cost to treat these 
patients was in excess of $75 million. Individuals with heart and respiratory complications - 

- in addition to the flu or pneumonia — cost more that $215 million to treat. In contrast, 
preventive measures such as the flu vaccine costs Medicare about $7 per shot, and the 
pneumonia vaccine (effective for approximately 6 years) costs approximately $20 per shot. 

PROs mounted campaigns for the first lime during the 1994 flu season and are prepared 
to do so again in anticipation of the 1995 flu season. PROs typically work with state health 
departments and provider and consumer groups to distribute information -- such as brochures - 

- in areas where seniors are known to congregate. Public service messages by the media 
enhance the outreach effort Such pertinent information allows individuals to make well- 
informed health decisions. 



122 


Screening Mammography. Breast cancer is the most common cancer in women in the United 
Stales. Despite strong scientific evidence supporting the effectiveness of screening 
mammography and the universal recommendation that women SO years and older undergo 
routine screening, studies have shown that only about one-third of older women comply. In 
fact, Mr. Chairman, in some states that rate is even lower. Since early detection of breast 
cancer can save lives and obviate the need for the disfiguring surgical procedures, the campaign 
to educate women of the benefit of screening mammography is compelling. 

Trealment Alternatives. Breast cancer poses a serious threat to older women. Data has shown 
that women are not aware of their treatment options and are not taking advantage of breast 
conserving therapy, recommended in the early stage of the disease. We arc in a unique 
position in the community to fill this informational void. Pilot programs are underway in 
several states to bring information about breast cancer treatment options to Medicare 
beneficiaries. 

Involving patients in decisions about treatment options is a powerful tool in changing 
physician practice patterns. One PRO discovered this when it distributed an informational 
brochure about treatment options for prostate cancer. Letters from Medicare beneficiaries to 
the PRO make it clear that the information has helped many to ask informed questions of their 
physicians and to opt for the treatments that suit them best. Undoubtedly, the drop in radical 
surgery in that state was. in pan. due to better informed individuals. 

Quality Protection 

Quality protection is integral to the PRO statute. Various mechanisms are in place 
through which we perform this obligation, the most prominent of which these are the 
beneficiaries" appeals, complaint rights, and the analysis of a random sample of medical 
records. In each case, the PRO determines whether services provided were medically 
necessary and appropriate; were furnished in the appropriate care setting; Medicare coverage 
policies were followed and correctly billed by the provider, and, whether the care conformed 
to acceptable standards of quality. 

Beneficiary Complaints. Medicare beneficiaries or their families who are concerned or 
dissatisfied about the quality of care they received in a hospital or by a physician may request 
a PRO investigation. W'e will investigate the complaint and determine whether the care and 
services meet accepted standards of care. 

in the event of a supposed quality of care problem, we will take corrective action. 
Actions may range from educational efforts with the facility or physician to a recommendation 
for sanctions submitted to the office of the inspector general in the event of gross and flagrant 
or substantial violations. This authority — rarely exercised — is used only if the hospital or 
physician is unwilling or unable to comply and when all other avenues have been exhausted. 
Beneficiary Appeals. The beneficiary may appeal when the attending physician and the 
hospital want to discharge the patient and the patient does not agree. While many of these 
issues are easily resolved by the PRO in cooperation with the hospital and physician, there 
have been instances of potential harm or risk to the patient, warranting the PRO’S intervention. 

The beneficiary may also appeal any decision made by the PRO and if dissatisfied with 
the appeal, may present his case to an administrative law judge. 

Random Sample Review. The PROs conduct a review of a random sample totalling 
approximately 1% of Medicare inpatient records and 3% of ambulatory surgery medical 
records. This allows for utilization and quality evaluations of physician and facility services. 
Random sample review reflects a minimum compliance monitoring of each Medicare provider, 
including prospective payment system (PPS) and non-PPS hospitals, and ambulatory surgery 
centers. A minimum of home health and long term care services is also included. 

We scrutinize these cases to determine whether the services provided w-ere appropriate 
and met Medicare payment guidelines and acceptable standards of care. In the event of a 
possible violation, the PRO may conduct further investigation of the provider to determine 
what action to lake. Initial efforts stress an educational approach, but if the provider is either 
unable or unwilling to correct the problem, the PRO may recommend a sanction, including a 
civil monetary penalty or an exclusion from Medicare for a specified time. It should be noted 
that the sanction authority is onlv utilized as a last resort. 

QUALITY IMPROVEMENT IN MANAGED CARE 

Since the early 1980's, the Medicare program has encouraged HMOs to provide 
coverage to enrolled beneficiaries in return for fixed prepaid premiums (Mathemalica). Under 
the aegis of the Tax Equity and Fiscal Responsibility Act (TEFRA), the Medicare program 
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imitated a Medicare risk program which allows HMOs to assume responsibility for providing 
all Medicare-covered services to beneficiaries in return for a capitated payment. 

In addition to its primary goal of reducing costs, the risk program continues to embody 
two objectives: to provide more efficient health care while mainlaining or improving the 
quality of care, and to give Medicare beneficiaries access to the same range of choices younger 
individuals enjoy. 

Mr. Chairman, the growth of Medicare managed care is an inevitable result of the 
managed care revolution sweeping the private sector. There are both risks and benefits to 
patient care associated with prepaid delivery systems that suggest the need to strike an 
appropriate balance between external monitoring and reliance on the unique internal quality 
assurance and improvement capabilities of integrated health plans. In this regard, AMPRA 
supports the resolve of the Health Care Financing Administration to redesign PRO oversight 
of Medicare managed care to fit the model of the Health Care Quality Improvement Program. 

Because PRO quality improvement projects rely on analysis of data which are readily 
available on the fcc-for-service side — but lacking on the managed care side — a different 
method is called for in those care settings. The Medicare program has encouraged PROs to 
come forward with their recommendations for alternative methods. Pilot projects are underway 
in a number of states. 

Quality Improvemeot tn Managed Care Case Studies 

Quality improvement efforts in managed care follow the same principle as in the fee- 
for-service environment, with the PRO and the plan jointly entering into quality improvement 
activities. 

One case study involves a state in which 25 percent of the Medicare population receive 
health care through six “at risk” managed care plans. Less than a year ago, these plans formed 
a continuing quality relationship with the PRO. This relationship is based on two elements. 
First, there is continuing interaction between the plans and the PRO, both collectively and 
individually, on quality issues. Second, the PRO collects data from individual HMOs, compiles 
it. and then feeds it back to the plans, thereby enabling each plan to compare its own 
performance to that of all plans in the aggregate. Plans that choose to do so are free to share 
their data with other plans. 

Case Study ^1: Mammography Screening and Follow-up. A PRO recently focused on one 
plan’s mammography process in an attempt to improve preventive care breast services in the 
state. Specifically, the project addressed: 

• the degree of compliance with the HMO's mammography screening standard (one per 

enroll every two years); 

• the timeliness in notifying the patient of the mammogram's result; 

• the timeliness of follow-up treatment for an abnormal mammogram; and 

• the relationship of certain selected patient and provider characteristics to screening 

compliance, and timeliness of notification and follow-up. 

What makes this study unique from other initiatives in this area is that it addresses the 
critical issues of whether appropriate follow-up occurred after the mammogram (especially if 
the result was abnormal) and whether the follow-up was in a timely manner. 

Since the HMO had no standards in place regarding the timeliness issue, the PRO, in 
partnership with the plan, agreed on two standards for timeliness: time between administration 
of the mammogram and patient notification of the results should occur vrithin 14 days; and, 
follow-up between an abnormal mammogram and resulting biopsy should occur within 42 days 
after the patient has been informed of an abnormal result. 

The study revealed that 40 percent of mammograms had no documented notification 
date in the medical record. Almost one third {n=120) of the mammograms without a 
documented notification result had an abnormal reading. Younger women with an abnormal 
reading were more likely to have no documented notificatton of results than were women at 
least 75 years old. Despite this lack of documentation, 69 percent of the 1 20 abnormal 
mammograms were followed by surgery. 

This study demonstrates great variation in the documentation and timeliness of 
notification of abnormal mammography results. Even greater variability was encountered in 
the six independent practice associations (IPAs) (within this managed care plan), especially in 
timeliness to follow-up surgery. On average, surgery in the plans was performed one week 
later than the mean of 30 days. The study also revealed that 23 percent of the patients with 
abnormal mammograms did not have follow-up surgery. 
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The quality improvement plan resulting from the study included several mass 
educational efforts directed at providers and eiut>l)ees to increase mammography screening. 
The effectiveness of this effort is currently being evaluated. Other improvements targeted were 
documentation of patient notification and overall provider practice relative to breast cancer 
screening, notification and follow-up surgery. 

Other ongoing activities PROs perform in conjunction with risk contracts include: 

• quarterly monitoring of individual beneficiary complaint logs; 

• performing reviews of unexpected deaths; 

• serving as a catalyst in improving preventive care services (i.e. mammography); 

• comparatively reviewing the management of major diseases (i.e. diabetes); and 

• collaborating with plans and providers in four problem areas - surgical replacement of 

hips and knees, incontinence, polypharmacy, and depression - by encouraging 

adherence to guidelines on the management of care. 

Case Study if2: Cataract Surgery. Medicare benellciaTies enrolled in HMOs in a state with 
a large Medicare population now have greater access to cataract surgery, Recently, the PRO 
began a statewide quality improvement project focused on cataract surgery. 

A beneficiary had called lo complain that his HMO denied him cataract surgery. When 
the PRO reviewed the health plan's pre-certification criteria, it found that it was radically 
different from criteria used in the fee-for-scrvtce sector and from the accepted AHCPR practice 
guidelines on cataract surger)'. 

Specifically, the HMO developed indications for cataract surgery based on a patient's 
visual acuity level were subsianiially different from the AHCPR guideline recommendation. 
The PRO notified the HMO of the discrepancy, and the HMO adopted the AHCPR guideline. 
Taking it a step further, the PRO requested cataract surgery criteria from all the Medicare 
HMOs in the state and discovered similar problems. To dale, three HMOs covering over 
250,000 Medicare beneficiaries have changed their criteria to conform lo the accepted 
guidelines. 

This study illustrates the benefits of PRO monitoring of beneficiary complaints. This 
helps the HMOs lo develop improvement strategies. Improvements, in mm. generate satisfied 
beneficiaries preventing "plan hopping” which can result in savings for the Medicare program. 
The HCFA Managed Care Pilot Project. As we have already heard this morning, the 
Delmarva Foundation for Medical Care (Dcimarva) — the PRO for Maryland and the District 
of Columbia •• together with Harvard University is developing a method for assessing the care 
of Medicare beneficiaries who receive their health care from HMOs and competitive medical 
plans (CMPs). Using performance measures developed in a previous Delmarva pilot 
project - Developing and Evaluating Methods lo Promote Ambulatory Care Quality 
(DEMPAQ) - as well as HEDIS 2.0. Dclmar%'a has outlined a set of three ’’core" measures and 
17 measures in one diagnostic-specific module - diabetes mellitus. A related project, the 
Ambulatory Quality Improvement Project (AQ!P). is developing measures for fcc-for-service 
ambulatory care that will use the same outcome indicators for diabetes. This will, in mm, 
allow HCFA to make meaningful comparisons between the outcomes of treatment for managed 
care and fcc-for-service patients with diabetes. AMPRA supports immediate pilot testing of 
these measures prior to national implementation. 

The Need for Encounter Data As noted above. Medicare docs not have access to uniform 
patient encounter data of services provided to its at risk populations. These data arc available 
in the fee-for-scrvice sector and arc used to profile and analyze patient care data to identify 
oppoitunitics for improvement AMPRA supports HCFA’s development of a minimum patient 
encounter data set that would allow the Medicare program lo profile and analyze the care 
received by its HMO/CMP enrollees and facilitate the identification of improvement 
oppvoitunities. 

CONCLUSION 

The HCQIP program is an exciting and dynamic new partnership among beneficiaries, 
providers, PROs and HCFA lo improve the quality of care for Medicare beneficiaries. While 
still in an early stage of evolution. HCQIP has already demonstrated great potential. Past 
administrative burdens and regulatory controls have been significantly curtailed, reducing 
hassles and costs for Medicare providers and allowing resources lo be concentrated on 
enhancing patient care 

Physicians hospitals, and health plans have -- with increased enthusiasm and 
commitment — adopted established practice guidelines and protocols that will lead to improved 
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patient outcomes. BeneHciary education programs have been established to increase choices 
and the patient's involvement in treatment decisions. Finally, HCQIP has already documented 
that improved quality of care results in cost savings, for both the Medicare program and 
providers, from needless procedures averted, to resources better utilized and alternative 
treatments pursued. 

In the last decade, there have been tremendous advances in building the science of 
quality measurement. There is scant evidence, however, that we have been able to translate 
practice guidelines, outcomes research, and performance measures into sustained changes in 
practice behaviors and health care processes. The PROs have demonstrated a unique 
competency in facilitating and integrating quality measurement concepts and tools at the local 
physician, hospital, and health plan level through HCQIP. This competency, in turn, has led 
to measurable change and improvement in health care practices. In addition, the PROs have 
successfully demonstrated the ability to transport these changes throughout an entire state, 
across state lines (via multi-state projects), and on a national level. 

Mr. Chairman, we appreciate the opportunity to testify and look forward to working 
with the subcommittee on designing strategies for protecting and improving the quality of 
health care for all Americans. Thank you. 
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Chairman THOMAS. I thank the panel very much. 

Mr. Ensign. 

Mr. Ensign. Dr. O’Leary, if you had to structure a quality 
assurance program for the country, how would the private sector 
or the public sector fit in structure-wise? In simple terms, where 
would the funding come in? 

Dr. O’Leary. I think the basic expertise and infrastructure to do 
this lies in the private sector and I think that is where it belongs. 
We have a long track record to demonstrate that we do it well. 
There is also, though, the issue of the social contract between the 
Federal Government and the public and whether the Federal 
Government wants to play a role in providing assurances to the 
public that there is effective quality oversight. 

That requires, in my view, at least a minimum of responsibility 
to assure that there is some agreement on what the standards and 
performance measures are going to be. I see that as more of a 
Bureau of Standards responsibility, as opposed to a Health Care 
Financing Administration regulatory responsibility. Somebody has 
to set the gold standard to establish comparability, and that, in my 
view, is something that we have seen work out more or less well 
in the past with other relationships and is something that is 
probably needed today. 

Absent that, you will have competing evaluators out there; that 
is not horrible, but it does create some confusion among those who 
are being evaluated. I think that there is a potential partnership 
here that can capitalize on the resources and commitment of the 
private sector and assure accountability on the part of the Federal 
Government without any intrusive behaviors. 

Dr. Bee. I think there are two components to quality evaluation 
and monitoring over a period of time. Dr. O’Leary and Ms. O’Kane 
represent the accreditation side, which sets the minimum stand- 
ards for entry into the game. I think someone has to monitor how 
the game is being played and I think that that is best done by the 
private sector. 

The PROs are private sector organizations that have contracts 
with Medicare, Medicaid and in many cases industry and insurers 
to do just that job. We do not believe that a regulatory approach 
is very helpful. Obviously, there are times when you have to say 
to a particular person do not do that anymore, but that is a very 
small part of the process of quality improvement. 

The exciting thing is getting the data that so many of you 
mentioned this morning, an essential piece in our ability to find out 
what is going on. Until we find out what is going on, it is very hard 
to decide what needs to be changed. For us, quality means looking 
at what is going on, working with the people who are doing the 
activity, helping them decide what needs to be improved and then 
helping them monitor, assess, and do it all over again. 

The quality improvement tools that have been so successful in 
industry are definitely applicable to health care and we think that 
we are doing a pretty good job of beginning the process of evolving 
the health care system as a whole and continuous quality improve- 
ment. 
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Mr. Ensign. You mention 1986 when a lot of this started. How 
long do you foresee this taking — another 9 years, 20 years, before 
we feel like we have a fairly decent system in place? 

Dr. Bee. We are just beginning to find out how effective the 
system is. Those of us who get a chance to work with physicians 
and hospitals find them to be very excited about the prospect of ac- 
tually having information about what they do. Most doctors have 
labored their whole professional lives with only a dim idea of what 
they did, how much of it they did and not a very good idea about 
the long-term outcomes of it. We are excited to get that information 
because we think it will help us do a much better job. 

Dr. O’Leary. I might comment that this is a building block 
activity. We feel pretty comfortable with the performance-based 
standards that we are using. I think that would be true for NCQA 
as well. The area of developing performance measures is a newer 
art form and one that we are engaged in building over time and 
learning how to integrate that into our basic accreditation process. 
Ultimately, we should be driving our evaluation systems on the 
basis of performance data which will tell us where to focus our 
evaluation activities. 

Ms. O’Kane. I think cars are actually a good analogy. We see a 
system where issues affecting life and limb like the safety of cars 
and air pollution are regulated. There is available information for 
consumers on issues like comfort, ease of handling and durability 
that are not really life and limb issues. 

I think that analogy holds in health care as well. There is a role 
for regulators to protect the consumer from harm and these regu- 
latory processes have been working successfully, but they set a 
threshold that is very low. 

The kind of processes that we have are aiming much higher. Our 
accreditation process has set standards that were derived from the 
most demanding purchasers in the private sector. We do not see 
our standards as appropriate for regulating market entry, but as 
doing something that might — especially when a plan meets our 
standards — replace parts of the regulatory process that are redun- 
dant. We have had a lot of successful public-private partnerships 
and we like the idea of working in partnership with the Federal 
Government as well. 

Mr. Ensign. One last comment. I would caution everybody in the 
process that as we get into this data information process, the 
government sets something up sometimes once rules are in place, 
once standards are set, that can stop a whole new way of thinking. 
We can get into a paradigm. Once the Federal Government is in- 
volved, shifting that paradigm can be very difficult. 

The instances you brought up with EPA and the Clean Air Act, 
suggesting that we could make some dramatic advances right now 
if they were not being halted because of certain paradigms that are 
being developed. This is the way we do it. We cannot do it any 
other way. I would make that note of caution. Thank you. 

Chairman Thomas. Mr. Christensen. 

Mr. Christensen. Thank you, Mr. Chairman. Miss O’Kane, what 
percent of NCQA’s budget is derived from the Federal Government? 

Ms. O’Kane. It is a very minuscule percentage. I can get you the 
numbers. Most of our revenues come from our accreditation activi- 
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ties which the health plans pay for, and the rest from foundations. 
We had a small grant from the Medicaid Program to do a technical 
assistance document for Medicaid HMOs, about $25,000, so it is a 
minor — 

Mr. Christensen. Less than 5 percent, less than 1 percent? 

Ms. O’Kane. Less than 1 percent. 

Dr. O’Leary. We are probably pretty much in that range. The 
contracts that we have are for mostly international service. We 
have a U.S. AID contract, Department of Treasury contract, a 
Peace Corps contract, but virtually all our revenues come from 
services we provide to health care organizations, which include 
Federal organizations like Federal hospitals. Less than 1 percent. 

Dr. Bee. I cannot tell you with much precision because our 
members vary from those who do virtually no business except 
under their Medicare contract, to those for whom the Medicare 
business is less than half of their gross income. The PRO program 
was a congressionally mandated program to protect Medicare bene- 
ficiaries and it is performed under contract with HCFA, so that all 
of those dollars come out of the Medicare trust fund. 

Mr. Christensen. My reason for asking is, with all due respect, 
Dr. Brook requested another $100 million to study, in my opinion, 
what you are doing pretty much already; is that correct? I guess 
I want to ask Ms. O’Kane, it is my understanding that HMOs join 
your organization voluntarily; is that correct? 

Ms. O’Kane. They do not join our organization. They pay to 
become accredited. It is a voluntary accreditation program. It is 
usually responding to a purchaser mandate, in some cases a State 
mandate. 

Mr. Christensen. Why would a company voluntarily submit to 
such a stringent standard that your organization runs them 
through as far as analyses, and is there a competitive advantage 
to having your accreditation versus say some others? 

Ms. O’Kane. I think that we have managed to make a name for 
ourselves among the corporate purchasers who are trying to decide 
among various managed-care options. I think from the point of 
view of the health plans, they believe that this accreditation distin- 
guishes them in the marketplace and gives them an edge. That is 
why they have really come forward. 

Mr. Christensen. Assuming we do not want a new Federal or 
State bureaucracy to develop these type of standards, should we try 
to keep it in the private sector? I know this is a loaded question, 
but in terms of — I just really have a real suspect of everything gov- 
ernment gets their hands into. 

Is there any rationale for the government to be doing this test- 
ing, to be looking for this information, to be becoming more 
informed in this area? Is there any rationale why we cannot keep 
this in the private sector? 

I was impressed with Dr. Brook’s rationale. But, I am trying to 
see if there is something in it that I am missing — 

Ms. O’Kane. I think there is an important role of the Federal 
Government in terms of being a purchaser of services for the 
Medicare £ind the Medicaid population to be very demanding about 
the kinds of quality oversight processes that they are counting on 
to assure the quality of care that those beneficiaries receive. I 
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think that organizations in the private sector, like ours, need the 
help of purchasers and the government to keep us honest, by tell- 
ing us the kind of information they want to have and making sure 
our processes are working the right way. 

When we do reviews for States, sometimes State people come 
with us on the reviews so that they can have assurances that the 
process is working well. I think that is an important role. I do 
think that the government can work in partnership with us and 
that they need to be a presence, but that much of the work can 
actually be done very effectively in the private sector. 

Mr. Christensen. Mr. Chairman, could I have Dr. Bee and Dr. 
O’Leary also answer that question? 

Dr. Bee. I will be happy to send you a 1-page comment by Dr. 
John Wennberg which explains why very large patient samples are 
necessary to learn meaningful information. A single HMO with 
only 1.5 million members such as mine, there are numerous health 
care questions that cannot be answered even with that large a pa- 
tient sample. We do need to have some way of collecting very large 
samples, for example, the HCFA project called the CCP, Coopera- 
tive Cardialvascular Project, in which an enormous sample of pa- 
tients over 65 with myocardial infarction will be studied and from 
that we will learn what works and what does not. I think that is 
one reason we need a Federal mandate in some areas. 

The Federal Government is also the largest purchaser of health 
care services in this country. The purchasers of health care must 
have some responsibility for the payment for the quality monitor- 
ing. It is a part of the health care premiums and the government 
puts in the premiums. They should be a part of the cost of monitor- 
ing. 

Dr. O’Leary. I think a lot of this boils down to whether we want 
to have good information available for consumer choice. If you do, 
I have to tell you that the hopper is anything but full in terms of 
having good standardized measures and good risk adjustment sys- 
tems to account for differences in patient populations. A lot of that 
work is coming out of AHCPR, the Agency for Health Care Policy 
and Research right now. 

These are important roles — ^to help accelerate the process to 
develop good measurement systems and to establish some modicum 
of standardization. If we decide that we do not want report cards 
or consumer choice information, then those arguments, I think, in 
a sense disappear. The government is a major purchaser of care in 
this system and in that sense has some accountability in its social 
contract with the public. I would opt on the side of saying that, yes, 
there is a place for investment but not for any significant 
regulatory intrusion. 

Mr. Christensen. Thank you. 

Chairman 'Thomas. My friend is concerned that the government 
model will be the DOD in terms of standardization — I do share that 
concern. However, the other problem that we have is another 
common criticism of government and we ask do you have a product, 
when will you have a product? When can we use it? The private 
sector base is, we got something that is kind of OK. 

I was looking at this article from Business and Health entitled, 
“HEDIS: Almost Ready for Prime Time.” You have gone to 2, 2.5, 
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going to go to 3.0. I assume 5 years from now you will be at 7.5 
or a completely rethought structure. 

What we like about what you are doing is just do it. We will still 
be waiting for phase 1. So my questions read to how can you help 
us? 

All of you were very cautionary about the size of the purchasing 
agent that we represent here in terms of health care, and we are 
going to play a major role, but I want to focus on the database 
which is obviously critical. Could Medicare play some kind of a 
helpful role in establishing criteria or uniformity for the collection 
of data? Or two, do we really need a complete national uniformity 
on the database or could we operate with a regional structure? 
Anyone? 

Ms. O’Kane. Since you have mentioned HEDIS and 7.5, I want 
to jump in. There is an issue with people in the quality field. The 
issue is that the best is sometimes the enemy of the good and I 
think that we tie ourselves in knots sometimes to say, well, this 
isn’t really the end point of where we need to be. 

In doing that, we undermine the value of what we have done and 
I think that may be the case with HEDIS. I think HEDIS provides 
us with a lot of valuable information. We have a lot more informa- 
tion on health plan performance today than we did 3 or 4 years ago 
and I think we will move ahead. The information from our accredi- 
tation program also provides a lot of useful information. 

Dr. O’Leary. I would plead to not standardize the database, 
please. That is not a good government role. I think by contrast 
what would be helpful is some agreement on the criteria against 
which we will determine whether a measure is any good or not. 

Another thing that would be useful is some agreement on good 
risk adjustment systems. These are resource kinds of issues that 
help the private sector come together more quickly in delivering 
the goods that everyone wants. 

Chairman Thomas. You are asking for decisions on the part of 
the government that is akin to making decisions on who gets the 
organ — whether or not — you are dealing with qualitative decisions 
in terms of what is good or not. One of the ways that we are going 
to have to be able to make a decision on what is good or not is to 
have a solid database from which to make those decisions. Are we 
going to rely on the private sector database or have confidence 
about the base to make the decisions about what is good? 

Dr. Bee. One of the roles the government has is to arrange the 
world in such a way that we can do the things that need to be done 
without being regulated into them. We do not want uniform stand- 
ards for data collection cast in stone because we are not sure which 
ones are useful. It needs to be a continuously improving process 
and government is not very good at that. 

It is important as we talk about managed care that we realize 
that the vast majority of managed care in this country is not deliv- 
ered in a nice Kaiser clinic somewhere. We have a million and a 
half members in our company and only 23 percent of them are 
cared for in a staff model clinic. The rest are seen in private doctor 
offices that have to contend with up to 23 other HMO contracts in 
Southern California, each of whom may want to pull a sample of 
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charts and evaluate the indication. When I was a practicing 
physician, that was kind of an aggravation. 

One of the things the government needs to do is, to help do 
whatever it takes to make the game more efficient, so that we can 
collaborate, perhaps only one team has to come to my office to col- 
lect the information once a year for all health plans. These are 
areas of improvement that will reduce aggravation to practicing 
physicians and certainly the cost of doing business. 

Chairman Thomas. Hopefully, the Federal Government could be 
a coordinator and facilitator. That was rather frustrating in the 
103d Congress. We did nothing in the area of uniform malpractice 
or insurance structure to assist the progress that was being made. 
At the very least, we hope we can play that sort of role. 

Let me ask another question. Ms. O’Kane, since you are dealing 
with private sector folk, to what extent would it be helpful to focus 
on or emphasize on a more seamless approach to moving people 
from the workplace into a retirement health structure? Since the 
workplace is more and more becoming a managed-care world, we 
could create a seamless structure where employers who now pick 
up medigap on some retirees and others, they could be the basis 
for evaluation. 

Do you have any program, thrust, interest, direction in looking 
at employers dealing with retired folk and what seems to be 
working? 

Ms. O’Kane. Yes. This is an area of interest, but I do not have 
much light to shed in terms of our direct experience. I think Bruce 
Vladeck mentioned that we have been having discussions with 
HCFA about doing some Medicare HEDIS. Part of that, is to bring 
some of the employers in; employers who have large retiree 
populations would be key players. 

On the issue of standardization, I sort of ducked on the second 
part of your question inadvertently. I think it is important to say 
that we have achieved a real degree of success with standardiza- 
tion of performance measures already because there is such a de- 
mand for it among the large corporate purchasers. They find that 
it is really impossible to make comparisons among plans in order 
to do value purchasing if they do not have standardized informa- 
tion. However, that does not mean that there should not be local 
ability to ask questions that might be relevant to the local 
population, and so forth. 

Chairman Thomas. My concern is that as we move more into the 
question of managed care for a senior population, that I want to 
make sure that we have an anchor to the real world and that it 
isn’t just government bureaucracy setting up standards and struc- 
tures to make decisions which attempt to capture reality in a 
bottle, which is one of the bigger problems I have right now with 
Medicare, and the real world is rapidly leaving us and we are not 
tied to it more and more. My concern is how we transition. 

Ms. O’Kane. That is an area where we can point with pride at 
what we have done in terms of being able to broker discussions be- 
tween the stakeholders in managed care organizations and the 
managed-care organizations. We are trying to come to a common 
definition of what do we mean by quality and measuring it in a 
very specific way. 
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Dr. O’Leary. The Joint Commission has pretty extensive home 
care and long-term care accreditation programs, and those are 
stand-alone activities, but those are also component to our health 
care network accreditation program as well. So, there are mecha- 
nisms already in place to look at that population. 

Dr. Bee. The Health Care Quality Improvement Program that 
Medicare has instituted for the PROs mandates that we look at 
care in all sites, including the home care, office care, and so forth, 
an expanding area. I know Mr. Christensen is concerned that we 
not throw good money after previously spent money in looking at 
these issues. 

Medicare has invested a couple of billion dollars in review over 
the last 10 years and has built a structure of organizations that are 
capable of doing this kind of analysis, this feedback loop, the re- 
training of physicians hospitals and the community. 

The PROs are extremely active in dealing with the beneficiary 
community to teach them how to use the system, how to prevent 
disease and most important, how to choose wisely between various 
treatment alternatives so that their true needs are met. 

Chairman Thomas. I thank the panel. I know you will continue 
to just do it — 

Ms. O’Kane. Might I comment? I want to second Dr. O’Leary’s 
plea for the idea that there really is a need for more development 
in the measurement area and that that is something that our orga- 
nizations alone cannot fund. We think that there is an important 
role and that the government has played a very constructive role 
in that area in the past and we hope will continue to do so in the 
future. 

Chairman Thom.‘\S. To provide you resources to assist you in 
going forward over the next several years, hopefully you will pro- 
vide us with an ability to not commit some of the mistakes you 
have made, and to not go off in directions that are not useful. 

Thank you very much for the private sector going ahead and 
getting the job done. Thank you very much. 

The last panel. Dr. John Nelson, a member of the board of trust- 
ees, American Medical Association; Gail Warden, president, chief 
executive officer, Henry Ford Health System on behalf of the 
American Hospital Association; William J. Osheroff, M.D., vice 
president, medical director, PacifiCare of California on behalf of the 
Group Health Association of America, and Beatrice Braun, board 
member, American Association of Retired Persons. 

Your written statements will be made part of the record without 
objection. You may address the Subcommittee for 5 minutes. 

Dr. Nelson. 

STATEMENT OF JOHN C. NELSON, M.D., MEMBER, BOARD OF 
TRUSTEES, AMERICAN MEDICAL ASSOCIATION 

Dr. Nelson. Thank you, Mr. Chairman. I am John C. Nelson. I 
am a practicing obstetrician and gynecologist in Salt Lake City, 
Utah, where I also serve as deputy director of the Utah 
Department of Health. I was vice president of UPRO, the Utah’s 
Peer Review Organization, for 5 1/2 years. Currently, I am on the 
board of trustees of the AMA, American Medical Association. On 
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behalf of the AMA, I would like to thank you for allowing us to tes- 
tify. 

The AMA applauds your leadership in examining Medicare and 
private sector health care quality assurance. My remarks today will 
focus on key aspects of these Medicare PRO programs. 

In 1992, the Health Care Financing Administration unveiled the 
Health Care Quality Improvement Initiative and drafted the PRO 
Fourth Scope of Work. My own PRO in Utah and the AMA were 
instrumental in helping to conceptualize the Fourth Scope of Work 
to move away from a punitive approach and toward an educational 
approach. This scope of work fosters quality improvement. 

Traditional quality assurance is punitive, guarantees the status 
quo and stifles innovation. However, quality improvement is edu- 
cational, innovative and adds value to the health care which 
patients receive. 

The AMA was pleased that significant improvements were made 
to the Fourth Scope of Work due to the input of practicing physi- 
cians. We were also pleased at HCFA’s responsiveness to our rec- 
ommendations. The Fourth Scope of Work has resulted in an in- 
creased level of collaboration among PROs, hospitals, and physi- 
cians on quality improvement efforts. In 1994, the initiative 
evolved into the current Health Care Quality Improvement 
Program. 

HCFA announced last year that the data collection system that 
was under development to review the quality of hospital care pro- 
vided to Medicare patients would be replaced with the MQIS, 
Medicare quality indicator system. 

MQIS is a system of indicators used to measure the quality of 
care provided to Medicare patients. 

The real concern of the AMA has always been the quality of care 
that our patients receive and the relationship between patients and 
the physicians who care for and about them. 

We have appreciated the opportunity to work with HCFA to en- 
sure quality improvement. The AMA has historically sought to play 
an active role in any public or private sector efforts to develop med- 
ical quality and performance standards. We have a critical interest 
in monitoring HCFA’s refinement of the MQIS. It is essential that 
practicing physicians remain involved in the evaluation and imple- 
mentation of these Medicare quality indicators. 

Most efforts to review the quality of care that Medicare bene- 
ficiaries receive have been focused in the hospital setting. It should 
be noted that numerous, if not most, patient encounters occur in 
the physician’s office and other ambulatory settings. Congress 
enacted legislation in 1986 requiring the program to develop meth- 
ods for reviewing these ambulatory settings. To meet this require- 
ment, HCFA developed the ACQIP, ambulatory care quality im- 
provement project. ACQIP is a quality improvement approach to 
reviewing care provided in physicians’ offices. 

The two studies involved PROs in the States of Alabama, Iowa, 
and Maryland. The study is initially focusing on testing quality 
indicators for diabetes and volunteer physicians are being used to 
test the quality indicators developed. Inasmuch as this methodol- 
ogy is experimental, the AMA believes that any type of physician 
office review must be targeted or done on a pilot basis. It is crucial 
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that such review be nondisruptive to patients and allow for the 
smooth operation of office procedures. The AMA supports the 
cautious approach that HCFA has taken. We believe that projects 
such as ACQIP that focus on quality of care will prove to be useful. 
We caution, however, that benefits of ambulatory review as well as 
any review should be used to encourage and improve innovation 
and quality; not divert a physicians’ ability to care for patients. 
HCFA currently is in the process of developing the PRO Fifth 
Scope of Work for the 3 years between 1996 and 1999. HCFA plans 
to continue to emphasize its educational and nonpunitive approach 
that was initiated under the Fourth Scope of Work. 

The AMA is pleased that HCFA has actively sought the involve- 
ment of physicians in several national projects. However, concerns 
have arisen in several locations over the basis on which PROs 
select quality improvement projects. We encourage PROs to include 
State medical associations, specialty societies, and the local medical 
community to a greater extent. 

We discussed our concerns with HCFA. We discussed our con- 
cerns with HCFA. We understand that a Fifth Scope of Work will 
require each PRO to choose many of its quality improvement 
projects from an array that has been selected by HCFA. We hope 
that such a provision will help to strike an appropriate balance be- 
tween projects that have demonstrated validity and the need for 
PROs to have the flexibility to address the quality concerns that 
are locally based. 

Mr. Chairman, it is important to note that some PROs have not 
historically had a history of positive relationships with physicians 
or other health care providers. Their traditional quality assurance, 
or a “bad apple” approach, has in the past created a tension be- 
tween partnership with physicians and regulation. 

Nevertheless, during the past 2 years physicians have reacted in 
a very positive fashion to refinement in the Medicare PRO 
program. A public-private partnership is key to developing and im- 
plementing a successful quality improvement initiative for our pa- 
tients. The AMA intends to continue to monitor closely and actively 
participate in the future direction of this program. 

As the Subcommittee continues its efforts to reform the Medicare 
Program and the current health system, we urge you to use the 
significant improvements that have been made in this program as 
an example of potential for positive change. The AMA looks for- 
ward to continuing its partnership with you, our patients, the 
Congress, and the administration to improve the quality of care 
further. At this point, I would be pleased to respond to any 
questions that you might have. Thank you very much. 

[The prepared statement follows:] 
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Mr. Chairman and Members of the Subcommittee: 

My name is John C. Nelson. MD. On behalf of the American Medical Association (AMA), 

1 would like to thunk you for the opportunity to testify before you this morning. I am a 
practicing obstetrician and gynecologist in Salt Lake City. Utah, and also serve on the Board 
of Trustees of the AMA. The AMA ^lauds your leadership in examining the important 
issues relating to Medicare and private seemr health care quality measurement, assurance, 
and improvemem. My remaiks today will focus on several aspects of the Medicare Peer 
Review Organization (PRO) program. 

PRO PQURTH^COPE OF WORK 

In 1992, the Health Care Financing Admimfiration (HCFA) unveiled the Health Care (^lify 
Improveraem Initiative (HCQII) and drafted the PRO Fourth Scope of Work, which outlined 
the medical review requirements for PR(^ beginning April 1. 19^. Under this scope of 
work. PROS have responsibility for examining variations in the processes, outcomes, and 
quality of care, and for sharing relevant daU gathered with hospitals and physicians. 

Pursuant to the Fourth Scope of Work, the PRO program experienced a fundamental and 
positive change in which PRO review was to be based on concepts of continuous quality 
improvement. The program was redirected away from a punitive approach that addressed 
individual clinical erron and toward an educational approach in wl^b PROs analyze patterns 
of care and outcomes and, in turn, share this information with physicians and hospitals to 
identify potential means to achieve the best success rates in improving outcomes and quality 
of care. In placing a greater emphasis on physician and provider education, PROs are 
required to hire a physician to serve as a principal clinic^ coordinator. The coordinator 
works directly with local hospital staffs on national and local PRO-initiated cooperative 
projects. 

The AMA worked closely with HCFA in drafting the Fourth Scope of Work. We were 
pleased that significant improvements were achieved due to the input of practicing physicians 
and HCFA’s responsiveness to our recommendations during the development of the scope of 
work. For example, under the Fourth Scope of Work, HCFA: 

• Eliminated the punitive and highly offensive Qu^lty Intervention Plan point 
system, with a more educational review process to improve the quality of care 
to Medicare patients. The objective of the new process were to identify 
quality concerns and deficiencies in rendered care; assess the causal 
relationship between the deficiencies and an adverse outcome; determine the 
source of quality concerns; and identify physicians, hospitals, and statewide 
problems on which to focus educational fe^back efforts to improve the quality 
of care; 

• Significantly decreased the volume of iinlividual case review in favor of profiling and 
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pattern analysis; 

• Required PROs to request and consider comments from sute medical 
associations when formulating new review criteria, as well as to distribute any 
revised criteria to the medical community at least thirty days prior to 
implementation; 

• Required that physician reviewers muu be licensed in the state where the 
services under review are performed, have active staff privileges in at least 
one hospital Ln the PRO area, be active in practice at least 20 hours per week, 
and care for Medicare beneficiaries on a routine basis; 

• Required that PROs must utUiae coimiltants in active practice in relevant 
specialties when drafting new review criteria or changing existing criteria; and 

e Required PROs - for the first time -- to allow physicians to request a 
reconsideration of a final notice of a quality concern detennination. 

Physicians have had, in large pan. a positive reaction to the PRO Fourth Scope of Work. It 
^ould be noted that there also has been an increased level of collaboration among PROs. 
hospitals, and physicians on quality Unprovemeot efforts. Hospital and physician complaints 
regarding PRO review have decreased significantly as well. 

In 1994, HCQU evolved into the Health Care Quality Improvement Program (HCQIP). 

HCFA has stated that the program’s mission is to promote the quality, effectiveness, 
efficiency, and economy of health care services provided to Medicare beneficiaries. In shon, 
the program continues to move away ffom traditional inspection-based quality control and 
toward internal quality improvement using pattern analysis. The AMA continues to support 
the educational, non-punitive redirection of the Medicare PRO program as the program 
proceeds to evolve. 

Medicare_Oualitv Indicator System 

The Uniform Clinical Data Set (UCDS) wu a data collection and case fmding system that 
had been under development by HCFA since 1988 to review the quality aod oecessity of 
hospital inpatient care provided to Medicare beneficiaries. HCFA bad originally intended to 
implement UCDS during (he period covered by the Fourth Scope of Work, which ends in 
19%. Throughout its development, however, UCDS was plagued by a number of problems, 
including early results showing that UCDS had a much higher "false positive* quality referral 
rate than traditional nurse review, and concerns that UCDS and its 1600 data elements would 
be too costly and cumbersome to implement fully. Accordingly, in 1994, HCFA announced 
(hat UCDS would be replaced with the Medicare Quality Indicator System (MQIS), a system 
of indicators used to measure the quali^ of care provided to Medicare beneficiaries. The 
AMA believes that replacement of the UCDS widi the MQIS is a positive development. 

HCFA has stated that the MQIS will provide a basis from which to design improvement 
projects, track national trends, and possibly certify instimtions for participation in Medicare. 
HCFA has indicated that projects evolving from MQIS should be able to combine statistical 
interpretation of Medicare data with effective feedback to the health care community to 
promote unprovemenis in patient care ard outcomes. 

HCFA is attempting to develop its indicators based on existing practice parameters developed 
by^the Agency for Health Care Policy and Research and the national medical specialty 
societies. Last summer, HCFA convened an expert panel to provide feedback on the strategy 
to establish and implement quality indicators. The AMA was invited to participate in the 
panel’s deliberations, along with representatives from the National Committee for Quality 
Assurance, (he Joint Commission on Accreditation of Healthcare Organizations, the 
American Medical Peer Review Association, and the Agency for Health Care Policy and 
Research. 
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HCFA developed quality indicators for acute myocardial infarction as part of what has 
become known as the Cooperative Cardiovascular Project (CCP). Based primarily on 
practice panuneiers developed by the American College of Cardiology, quality 
indicators vett tested by PRCH in Alabama, Connecticut, Iowa, and Wisctmsin, and 
reprcscrtt the fir^ MQIS |Hoject that will be implemented at a national level by all PROs 
^riag 1995. Hie AMA coordinated periodic meetir^ of a CCP plannii^ grcmp to oversee 
the developmem of these qiudity indicators. Hie group included physician researchers, 
repreaentattves of select national medical ^lecialty societies, and representatives of the 
bc^ital. PRO, and beneficiary communities. Hie medical profession was involved in a 
consensus process to develop quality indicatrm based on practice parameters developed by 
physicians. 

The AMA has ais»ys sought to play a significaid and active role in any publk or private 
sector efforts to develop nationai medical quality and perfonnaoce standards. The AMA has 
a critical interest in mooitori^ HCFA*s ongoing development and refuiemeat of MQIS. It is 
esse nti al that practicing physicians and physician organizations representing medicine remain 
involved in dM evaluatioo and implementation of Medicare quality indicators. We will 
cofituRie to urge national medical specialty societies and state medical associations to use 
their expertise and resources to help HCFA reftoe and strengthen these indicators. 

Evaluatioo of PRO Prog ram 

HCFA has initiated a strategy for evaluating the effectiveness of the PRO program under the 
Fourth Scope of Work to provide guidaitee in die development of an evaluation strategy. 
HCFA created a workgroup in 1993, composed of representatives from HCFA. the AMA, 
the American Hospital Assixiation, the American Association of Retired Persons, and the 
PRO industry. The Institute of Medicine was also asked to establish a committee of health 
care experts and business and consumer gnxps to conduct an independent review. Hs PRO 
program evaluation plan will anempt to: (I) build a community of individuals and groups 
committed to improving quality; (2) monitor quality of and access to care; (3) improve 
quality of and access to care; (4) communicate with beneficiaries and providers to promote 
infonned health choices; (5) protect beneficiaries; and (6) develop an infrastiucmre 
conducive to HCFA’s evaluation strategy. HCFA intends to complete and issue an 
evaluation report on the PRO program in September of 1995. The AMA is pleased to be a 
pan of this evaluatioo process. 

AMBULATOMTCARE QUALITY JMPRQVEMENT PROJECT 
In 1986, Congress enacted legislation requiring the program to develop methods for, and to 
implement review in, ambulatory settings. To meet this requirement. HCFA developed the 
Ambulatory Care Quality Improvement Project (ACQIP). ACQIP is a rouIti-PRO 
cooperative project that began on July 1. IW4. It is the operational follow-up to the 
research-orient^ project known as DEMPAQ. Developntent and Evaluation of Methods 
Promoting Ambulatory Care Quality. DEMPAQ focused on education and feedback to 
physicians based on two review methods ~ m^ical records information and Medicare claims 
profiling to assess (be quality of care provided to Medicare patients in physician offices. 
Performance measures for DEMPAQ were based on three key principles: quality review 
rather than utilization review; open development of performance measures versus a "black 
box' approach; and focus on practice patterns and corresponding feedback versus individual 
performance errors. Records-based performaixe measures were based on activities that 
physiciiuis typically perform during an office visit, and claims performance m^isures were 
grouped into three types of profiles: corKlition-sptxific. office-practice, and preventive-care 
services. 

ACQIP is a quality improvement approach to reviewing care provided in physician offices. 
The two year study involves PROs in the states of Alabama, Iowa, and Maryland and is 
initially focusing on testing quality indicators for diabetes mellitus. Volunteer physicians arc 
being used to test the quality indicators developed. Physicians participaiii^ in tlte project 
will be provided with liteir profiles and aggregate data. The participating PROs will also 
provide education on appropriate care for diabetes to the Medicare beneficiaries in these 
states. 
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The AMA believes that any type of physician office review must be target«l and focused. It 
is crucial (hat such review be nondisniptive and allow for the smooth operation of office 
procedures. As a result, the AMA supports the cautious approach that HCFA has taken in 
attempting to develc^ an ambulatory review methodology, and the AMA believes that 
projects such as DE^AQ and ACQIP that focus on quality of care issues will prove to be 
useful. While the AMA has been pleased with the improvements in implementation, we have 
had and continue to have major concerns regarding the benefits of ambulatory review 
measured against the significant regulatory burdens that would result. 

PRO nFTH5COFE OF WORK 

HCFA is currently in the process of developing the PRO Fifth Scope of Work that would 
encompass the three year period between 1996 and 1999. Under this scope of work. HCFA 
plans to continue to empl^ue the educational, noo-punitive approach that was initiated 
under the Fourth Scope of Work. 

While the AMA is pleased that HCFA has actively sought the involvement of physicians in 
several national projects, concerns have arisen in several locations over the basis on which 
PROS select quality improvement projects and the degree to which they involve state medical 
associations, specialty societies, a^ the local medical community. The Fourth Scope of 
Work ^Mcifically directs PROs to meet with f^ysician reptesematives on a regular basis to 
discuss the concerns of the local medical community and the development of quality 
improvement projects. 

We have discussed physicians' concerns with HCFA, and we understand that the Fifth Scope 
of Work will require each PRO to choose many of its quality improvement projects from an 
array that have been selected by HCFA. We hope that such a provision will help to strike an 
appropriate balance between projects that have demonstrated validity and reliability and the 
for PROs to have the flexibility to address quality concerns that are more regionally or 
locally based. We also continue to advocate to HCFA that PROs must work closely with 
state medical associations and representatives of local medical communities in the selection 
and development of educational materials that would be disseminated to Medicare 
beneficiaries. 

The AMA urges both the subcommittee and HCFA to ensure that physicians be directly 
involved in the ongoing refinemem of the PRO Fifth Scope of Work so that the positive 
movement that has been vaadc in the PRO program during the past two years continues in the 
future. 

FUTURE OF THE PRO PROGRAM 

As (he Subcommittee considers options to transform the Medicare program and to provide 
for incremental reforms of the current healdi system, we would lUre to underscore the 
AMA’s support for the educational, noo-punitive direction of the PRO program and for the 
c^ipoitunity for practicing physicians to provide input into numerous aspects of the program, 
niysicians must continue to play an active role in any public or private sector effort to 
develop national medical quality and performance stwdards. 

The AMA urges the Subcommittee to consider the following important principles as a guide 
in the development and evaluation of any qutii^ and performance standards, if coupled with 
either Medicare transformation or health ^stem reform efforts. Standards and measures 
shall: 

(1) Have demonstrated validity and reliability; 

(2) Reflect current professional knowledge and available medical technologies; 

(3) Be linked to health outcomes and/or access to care; 

(4) Be representative of (he range of healdi care services commonly provided by 
those being measured; 
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(5) Recognize the informational needs of patients and physicians; 

(6) Recognize variations in the local and regional health care needs of different 
patient populations; 

(7) Recognize the importance and implications of patient choice and preference; 

(8) Recognize and adjust for factors that are not within the direct control of those 
being measured; and 

(9) Respect and enforce patient and physician confidentiality. 

In addition, data collection needs related to standards and measures should not result in 
undue administrative burden for those being measured. 

CONCLUSION 

PROS have not historically had a history of positive relationships with physicians or health 
care providers. Their continuing respoasibility for protecting teneficiaries has in the past 
creat^ a tension between partnership and regulation. Nevertheless, during the past two 
years, physicians have reacted in a very positive fashion to refinement in the Medicare PRO 
program. A public/private partnership is key to developing and implementing a successful, 
broad-based quality management initiative. The AMA intends to continue to closely monitor 
and actively participate in the future direction of this program. 

As the Subcommittee continues its efforts to reform the Medicare program, we urge you to 
use the sigiuficant in^rovements that have been made in the PRO program as an example of 
the potential for positive change. The AMA looks forward to continuing its participation in 
a partnership with patients, the Congress, and the Administration to further improve the 
quality of care. 
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Chairman Thomas. Thank you, Dr. Nelson. 

Mr. Warden. 

STATEMENT OF GAIL WARDEN, PRESIDENT, HENRY FORD 

HEALTH SYSTEM ON BEHALF OF THE AMERICAN HOSPITAL 

ASSOCIATION 

Mr. Warden. On behalf of the American Hospital Association, its 
5,000 institutional members and 50,000 individual members, I am 
here today both as chairman of the board of trustees and, of course, 
as president and chief executive officer of the Henry Ford Health 
System. 

Our organization represents a broad range of institutions rang- 
ing from independent community hospitals, to health care systems, 
to fully integrated provider networks, and also represents organiza- 
tions like my own which have not only large delivery systems, but 
large managed-care plans as part of the organization. 

We, in almost every case, represent organizations that have a lot 
of pluralism in terms of the financing of health care. Most of us 
have some managed care, some have a lot of managed care, and all 
have some or a lot of fee-for-service patients. We believe that in the 
environment we are now operating in, intense private sector 
competition will continue for the immediate future, and a restruc- 
turing strategy built on coordinated care represents the best win- 
dow of opportunity to do better from a quality and patient satisfac- 
tion standpoint, and to save money. 

I would like to make three important points. First, hospitals and 
health systems believe a high level of accountability for quality can 
be achieved and that the Federal Government has a right to expect 
it. Second, coordinated systems are the foundation for high quality 
care with much improved cost performance and patient satisfac- 
tion. Third, we believe the Medicare Program can learn a lot from 
what has happened in the private sector in the last few years. 

Our organization has a very strong commitment to accountability 
to our various constituencies and to the public and we believe there 
are four key factors that relate to that accountability. First, our 
ability to demonstrate the ability to deliver high quality care. To 
do that, we believe that there has to be initially a credentialing and 
licensing activity, there has to be board certification of physicians, 
there has to be Medicare certification and there has to be a focus 
on standards needed or coordinated care delivery models that com- 
bine inpatient, outpatient and preventive activities under forms of 
bundled payment, including capitation. 

Currently, hospitals and health plans are subject to review by 
both the Joint Commission on Accreditation of Health Care Organi- 
zations, licensing agencies and, of course, if we have health plans, 
the National Committee for Quality Assurance. We believe 
revisions of the Health Care Financing Administration’s standards 
in proposing changes to conditions of participation for hospitals 
were a positive change, as were the changes made in the PRO sys- 
tem. 

The second factor is in performance improvement, which involves 
a highly disciplined examination of clinical processes. In our 
opinion, the improvement of clinical processes is where the real op- 
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portunity for economic discipline exists, finding new ways to elimi- 
nate waste, duplication and failure to manage episodes of illness. 

Like a number of other speakers today, I believe much of this is 
built on the concept of continuous quality improvement as an 
approach to quality in our member institutions, combined with 
benchmarks and best practices that have been developed across the 
country and shared in networking between these institutions. 

Third is our belief that coordinated care brings opportunities to 
measure and improve the continuum of integration of care, using 
such systems as CRISP, the Consortium on Research and 
Indicators of System Performance, which measures about 26 indi- 
cators in comparing performance and quality across 19 different 
health systems. 

We also believe that the kind of networks that have been formed 
by GPIN, the group practice improvement network, where they 
share clinical process improvement changes, are great opportuni- 
ties for us to improve quality and patient satisfaction, also that 
accountability means providing the information that we have avail- 
able. We believe the expanded use of the HEDIS data set and other 
similar kinds of programs that are going to focus on not only jiist 
quality, but also the opportunity for improving performance in such 
areas as immunization rates are important. 

Finally, in the area of coordinated care, we believe that, the 
challenge that we have before us is the opportunity to manage the 
entire continuum of comprehensive health services — through co- 
ordination within the same organization and through networking of 
provider systems. 

As that occurs, the lessons that we have learned from the Agency 
for Health Care Policy and Research are important tools for us to 
be able to begin to improve outcomes. We also believe that there 
is a lot to be learned in the private sector in terms of what has 
happened in the last few years for not only controlling costs, but 
improving quality. 

We refer you to the CBO projection that a shift from fee-for-serv- 
ice health care to coordinated care in Medicare and Medicaid would 
reduce service utilization by approximately 8 percent. Because it 
offers a full range of services with bundled pajroent, coordinated 
care improves the clinical processes and can achieve cost reduction 
and patient satisfaction. 

We believe that there are some important lessons to learn from 
the private sector. I think the most important one is that the 
Medicare Program is the largest purchaser of health care services 
and as such should take some of the same approaches to purchas- 
ing health care services from providers across the country that the 
private sector does. 

I think that as they do that, they have a right to expect certain 
standards of quality. They have a right to expect certain standards 
of the sharing of information, and also should be expected to 
provide the right kinds of information to consumers so that con- 
sumers will have the same kinds of information that employers re- 
ceive from providers. If the Medicare system takes a prudent pur- 
chaser kind of approach, I think that the beneficiaries will benefit, 
the providers will benefit, and it will be a more cost-effective sys- 
tem. Thank you very much. 
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[The prepared statement follows;] 
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Mr. Chainnan, I am Gail Warden, president of the Henry Ford Health System in Detroit and 
chairman of the board of trustees of the American Hospital Association (AHA). I am pleased 
to testify today on behalf of AHA's 5,000 institutional and 50,000 individual members. 

Ho^itals and health systems are partners with Medicare -- the nation's largest purchaser of 
health care in serving the health care needs of the nation's elderly. AHA is grateful to 
share the expertise of its diverse membership, whose everyday efforts to improve the quality 
of the health care system illustrate the types of change M^care should undergo in the 
coming years. Our membership encompasses a wide spectrum of health provider 
organizations: individual hospitals, health care sytt^s, and fiiUy integrated provider 
networks. These organizations were some of the first to use quality assurance techniques that 
are commonly discussed today, such as quality improvement, credentialing, consumer 
satisfaction surveys, and performance reports. 

I am here today to share with you our experience. My goals are threefold. To show: 
Coordinated care systems are the foundation upon which high quality care can be 
built. 

Medicare can learn from the private seaor's experiences in achieving and measuring 
quality. 

How a high level of quality can be assured. 

QUALITY raR.QUQfl.COQRPg!jATEPXAR£ 

The foundation for building a higher quality health care system is coordinated care. When 
health care purchasers and providers are re^nsible for the full continuum of care — from 
pre-natal services to long-term care *- they can track an individual's overall health status or 
follow a patient through an entire episode of care. 

The new integrated delivery systems that providers, insurers, and employers are building can 
achieve a high level of quality because they can answer questions about everything from 
preventive services to surgical processes; they can take re^nsibilJty for the quality of the 
providers they select; and they can help people navigate the often-complex maze of medical 
decision making. For consumers, this means better, more efficient care from a system that is 
easier to understand -- a marked improvement over the fragmented and sometimes duplicative 
traditional health care delivery system. 
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For Medicare beneficiaries, coordinated care means greater ability to meet their needs and to 
deliver preventive care. More and more, coordinated care is covering all Medicare services, 
plus coverage for vision, dental, preventive services and even hearing aids - benefits that 
most "Medigap" policies don't provide. Many coordinated care plans eliminate the 20 
percent co-payment seniors mua pay for doctor visits, and at the same time eliminate 
mountains of claim forms. These may be key reasons why a survey conducted by the 
consulting firm of Frederick/Schneiders for AHA found t^t Medicare enroUees in 
coordinated care plans are as satisfied with their overall care as those in traditional fee-for- 
scrvicc. 

Most importantly, coordinated care networks can bring Medicare beneficiaries a connected 
health system, with everyone who provides care — doctors, hospitals, nurses and others -- 
linked together and communicating with each other at every stage of treatment and service. 

Moving the Medicare program toward coordina^ care is an idea that makes sense and is one 
that many people believe will not only improve quality but also save money. According to 
the Congressiona] Budget Office (CBO), a shift from fee-for-service health care to 
coordinated care in the Medicare and Medicaid programs would decrease the use of medical 
services by an average of 8 percent. 




As the largest single purchaser of health care services in this country, Medicare should take 
advantage of the opportunity to emulate the successes and avoid the pitfalls of the private 
sector's recent innovations. The provider arrangements and mechanisms for quality assurance 
and improvement chat Medicare encourages will have a tremendous impact on how such 
services are designed. 

What lessons have private sector purchasers taught us? They began by trying to fmd the best 
value. Worried about costs, employers looked for health plans that could deliver services 
efficiently, but also answer their questions about quality. Haltingly at first and later more 
boldly, they urged their employees - their "ber^ficiaries* •• to chuge plans, and sometimes 
to change providers. And while they found some initial employee resistance, accqptance and 
satisfaction grew. The search for more efficient, high-quality care has continued to lead more 
people into coordinated care. 

Purchasers also found (hey have the power to affect the quality of service that is delivered. 
Large employers have helped create a high standard of care by requiring health maintenance 
organitations they contract with to be accredited by the National Committee for Quality 
Assurance. Medicare has also encouraged providers to achieve a high performance level 
through a private accreditation organization — the Joint Commission on Accreditation of 
Healthcare Organizations (JCAHO). When hospitals and other facilities are JCAHO- 
accredited, they are "deemed" to have met the Medicare program's conditions of participation 
-• standards that must be met before they can receive reimbursement from Medicare. 

In addition, at the local level, business coalitions are taking a greater interest in quality by 
encouraging plans and providers to share information on such things as consumer satisfaction, 
preventive care and use of medical services. 

However, as coordinated health plans took root around the country, opportunities arose for 
some to profit by not delivering sufficient care. Along with greater efhciency came health 
plans that expected people to drive long distances for care. Along came the "utilization 
review overseers" who sometimes went too far in suggesting that a particular treatment 
wasn't necessary. And along came shorter "Iragths of stay" as an indicator of quality, even 
though it can often be argued that a longer stay means bener care. In other words, some 
managed "care" plans did little more than manage "costs." 

A health plan with an effective quality accountability process in place would avoid these 
pitfalls. As more beneficiaries choose coordinated care systems, the Medicare program can 
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also avoid these picfiUls by creating processes to assure accountability for quality. I'd like to 
share a framework, devel(q)ed by hospitals and health systems, for doing just that. 

A gRAMEWQRKJQR MEASUIUNG QUALITY PERFORMANCE 
Once health care systems have the organizational structure in place to deliver services, how 
can they demonstrate and measure the quality of service they provide? Our members have 
found that there are many layers to this question, and have identified a four-part strategy to 
help health plans and providers measure their quality performance: 

Demonstrate the ability to deliver quaiiQr care — A plan or provider must 
demonstrate that the necessary structures to assure quality care - including physical 
plant, equipment, personnel, financing, quality assurance process, and credratialiog 
procedures - are in place before even opening its doors. 

Improved performance ~ once the doors are c^)en and services are being delivered, 
is there an ongoing process to look at how well the system is working? 

Provide Information for dioice — Health nMworks and providers should look at how 
delivering care affects the individuals who receive it. This will drive people's choices 
about plans, providers and treatment options. 

Improve the beahb of the community — Finally, the system must be able to answer 
questions about its effect beyond just individual service delivery -- in other words, 
how has it improved the health of the community? 

Demonstrate the ability to deliver quality care 

Currently, ho^itals and health plans are subject to review by organizations like JCAHO and 
various state licensing agencies. Medicare conditions of participation are another example of 
standards that establish an organization's ability to provide quality care. These processes 
have iradltionaliy focused on specific faciUties. In the evolving health care climate, however, 
certification standards must do more than certify a single facility or organizational structure. 
They must also look directly at patient care, at coordination between providers, and focus 
more on the results of caregiving. 

There cannot be a true focus on the patient when only one part of the patient's care U being 
addressed. As more and more q)isodes of care wd prevention of illness are shared by 
different providers, it is critical to deal with the coordination among those providers - both 
practitioners and facilities, and fully inu^rated health nuinlenance organizations. Technical 
quality of care at one site is just part of the puzzle. The pieces must be put together so they 
present a complete picture of wlm ha(^}eos to the patient. The revisions the Health Care 
Financing Administration (HCFA) is pre^wsing to their conditions of partieqation for 
hospitals, and changes in JCAHO standa^ a fev years ago, went far in moving the focus 
onto the patient. 

Both efforts attempt to move toward looking at how patients e}q)erience care by including new 
requirements for hospitals in such areas as patient rights and initial patient assessment. This 
is a good step forward, but these and other efforts to estabUsh minimum standards should 
move further towards considering ail a^)ects of a patient’s care. 

Improve performance 

There are three ways to measure the performance of a hospital or health system: clinical 
expertise; the result of care; and the patimt’s perception of or satisfaction with that care. 
Every health provider or system should have an internal process to identify which practices 
and services need improvement, as well as whk:b are exemplary - "best practices,” as they 
are called in the health field. Once this informatioo is in hand, it should be shared with 
practitioners and others who are in a position to use it to improve services. 

While this is primarily an internal process, bo^hals and health systems recognize the need 
for external organizations to he4> them compare their p e rformance with similar delivery 
systems. We see this as a potentially more positive role for the traditional Peer Review 
Organization (PRO). 
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Historically, the PROS have focused on individual clinical errors and used that information 
for payment denials or other punitive actions. HCFA has recognized that, in a new era of 
health care delivery, a more effective approach is called for. It has re-designed the PROs 
into the Health Care Quality Improvement Program. The new program focuses on panems 
and outcomes of care, and uses this information to educate providers. Though they will 
always be known as PROs, there is a radical difference from the old PRO program. The new 
program is an effort to move the PROs from a ^ntnitive role toward a new, collaborative 
partnership with local providers. 

We applaud this change, but we also recognize that it is a dramatic change and a challenging 
one for the PROs. For it to be successful, the PROs must work in partnership with providers 
from the identification of a problem or best practice, to the compl^on of the quality 
improvement loop: sharing relevant information with the individual practitioners it can 
benefit. Performance measures should not be merely be imposed on providers, but developed 
with them at the local level. HCFA's new approach will be successful if it complements and 
enhances the internal improvement process. 

Many performance improvement efforts focus solely on clinical expertise. While we do not 
want to move totally away from technical performance, h is important to recognize the 
experiences and perceptions of individual patients as well. This brings us to the other areas 
of performance improvement — the functional reailt of care, and consumer satisfaction 
measures. For example, looking at how soon a patient can walk after hip replacement is as 
important as how well the physician does the {^ration. So is how patients felt about how 
they were treated. Increasingly, consumer focus groups have revealed that people's 
perceptions of how they were treated is an impoitant measure of the quality of their care. 

Provide informatioo for Choice 

The third part of the quality strategy 1$ to provkte consumers with useful information to 
choose plans, providers and treatment options. Many of the current efforts to develop 
information useful for choosing plans came as a result of purchasers looking for ways to 
compare plans. The National Committee for Quality Assurance has been a leader in this 
area. It has coordinated a joint process among purchasers and health plans to develop useful 
measures for choosing health plans - the Health Plan Employer Data Information Set 
(HEDIS). HEDIS looks at such things as immunization rates, provision of prenatal care, 
asthma inpatient admission rates and financial systems that help employers compare the 
quality of different plans. 

Individual consumers, however, need different measures. If they're healthy, they want to 
know what the plan costs. If they've got diabetes, they want to make sure the plan has 
doctors experienced in treating their disease. Hiey want to know where they have to go for 
treatment, and if other people are happy with the plan. 

Efforts to develop useful information for individual consumers are in their infancy. As they 
evolve, it is important that the needs of individual consumers be considered separately from 
those of group purchasers. 

Hospitals and health systems have extended the definition of ’’choice” to also emphasize the 
choices people make adier they're uj a health plan. We believe the most important consumer 
choices are not just the occasional decision on a health plan, but ongoing, everyday decisions 
about health •• decisions that many individuals feel at a loss about how to make. For 
example, how does an individual choose the treatment that is best when there are several 
options with different outcomes? 

The Picker Institute, a non-profit service organization operating with support from the 
Commonwealth Fund, is a pioneer in this area. The institute was found^ to explore ways 
that health providers can better meet the needs of individual patients. It developed a survey 
that asks patients their perceptions of how good their care was. If information like this were 
collected on individual providers it would serve a dual purpose: to give consumers very 
specific measures about how other people experience care; and to give the provider very 
specific information identifying areas for improvement. 
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Questions like "Were you satisfied, somewhat satisfied or very satisfied" are no longer 
adequate. The Picker Institute got specific, asking padeots; whether anyone at the hospital 
went out of thmr way to make them feel b^r; wbkber they were told about the daily 
routine; whether they were told how much discomfort to expect before a test; wh^er they 
had a relationship of trust with any ho^ital staff other than the doctor in charge. 

Improve the health of the cmnmunity 

Qu^ty heahh care requires more than simply treating illness -- it also requires promoting 
community health. Community health improvem^t is a responsibility that hospitals and 
health systems take very seriously. It is central to AHA's vision of the future of the health 
care system. 

To focus on the needs of individuals, health care delivery systems must focus on the 
environment and community in which those individuals live and work. That may mean 
looking at stress on the job, or nutrition at home, or violence in the neighborhoixl. By 
focusing on the needs of individuals and the community, the health care system naturally 
becomes more accountable to the community. For instance, it does not help the community if 
a provider has the best cancer treatment facility around, but prenatal nutrition and drug use 
are its primary problems. 

That is why our vision of the future includes cooidinated networks of care that are 
responsible for the health status of a defined pc^lation. And that is why more than 3,400 
hospitals, health systems, and local organizations have expressed interest in AHA's 
Community Care Network Demonstration Project. The project, a collaborative effort of 
AHA’s Hospital Research and Educational Trust, the Catholic Health Association of the U.S., 
and VHA Incorporated, is supported by a $6 million grant from the W.K. Kellogg 
Foundation. Its purpose is to support the develc^Hneni of coromunity-based networks of care 
dedicated to improving their communities' health. 


Many new thoughts and ideas were bom during last year’s national health care debate. Steps 
to assure quality were remarkably consistent in various bills, and sparked work that should 
continue through purchasen, like Medicare and its hospital and hedth plan partners, and the 
private sector, like large employers and business coalitions. 

We all are partners in the world's best health care system. As partners, America's hospitals 
and health systems believe coordinated care is making our health care system even better. 

We look forward to our continued woik with Congress and HCFA to help the nation's elderly 
citizens share in this improvement. 
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Chairman ThOmas. Thank you. 

Df. Osheroff. 

STATEMENT OF WILLIAM J. OSHEROFF, M.D., VICE PRESIDENT 

AND MEDICAL DIRECTOR, PACIFICARE OF CALIFORNIA, ON 

BEHALF OF GROUP HEALTH ASSOCIATION OF AMERICA 

Dr. Osheroff. Thank you, Mr. Chairman. I am Bill Osheroff, a 
family practitioner and medical director for PacifiCare of California 
and here to testify on behalf of GHAA and its 375 member plans. 

The purposes of my remarks are first to further acquaint you 
with the day-to-day quality assurance activities of an HMO; two, 
to briefly describe some of the external oversight mechanisms that 
currently review us from a quality perspective; and third, to review 
with you some of our methodologies and results for member 
satisfaction surveys. 

There have been profound changes in the approach to quality im- 
provement activities in the last several years and these certainly 
have applied in the HMO industry as well. Whereas we used to 
perform quality assurance, which was largely driven by individual 
case review, we are now much more involved with data-driven sys- 
tems approaches to quality improvement activities, population ori- 
entation and the issue of accountability, which relates to HEDIS 
and Delmarva that we heard about this morning. 

In terms of the daily activities at PacifiCare that relate to quality 
assurance, we have approximately 250 to 275 medical groups and 
IPA’s under contract. Prior to contracting with any one of those de- 
livery systems, we perform an extensive preassessment evaluation 
including review of the physicians offices, medical charts, the 
administrative programs and systems in place. 

We also do extensive physician credentialing that is designed to 
meet NCQA accreditation standards. We perform a number of clini- 
cal studies and other CQI activities including currently a diabetes 
management study. We are looking at pap smears. We are looking 
at participating with CMRI in some very important studies related 
to treatment of breast cancer and the inappropriate use of drug 
therapies in the elderly. 

Other activities include case reviews, which we cannot get away 
from, and technology assessment. We have heard something about 
technology assessment in the development of guidelines this morn- 
ing. We do that as well. We have an elaborate and formalized sys- 
tem for developing guidelines that we then publish to our 
providers. 

This activity has led to a number of concerns we have had over 
the years. A year and a half ago we developed an ethics Committee 
whose membership includes a member of our Secure Horizons 
Program. That Committee provides us with an opportunity to have 
a very rich dialog regarding such issues as patient autonomy, indi- 
vidual determinism, equity or fairness and a variety of other very 
difficult ethical issues which we currently find ourselves dealing 
with and which all plans must. 

Currently and in the last 2 years, we have been reviewed by a 
number of external agencies, including HCFA. We have had site 
visits by the California Department of Corp.s, the Department of 
Insurance, and HHS. We have gone through last month our second 
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NCQA accreditation survey and the month before that a review by 
the Utilization Review and Accreditation Commission. We have 
been visited recently by the Digital Equipment Corp., CALPERS, 
Southern California Edison, and the list is quite lengthy. 

We applaud the efforts currently that HCFA is initiating to bring 
some consistency to this external review business. We find it 
extremely burdensome from a time resource management perspec- 
tive and from a cost perspective and would look for any assistance 
in developing more efficient ways of performing this. 

We measure member satisfaction in a number of different ways. 
We have what we call a member satisfaction tracking system, 
which in 1994 indicated that 94 percent of our senior members 
judged that the plan performed as well as or better than expected. 
Ninety-five percent indicated that they were very satisfied with the 
program and 99 percent indicated that they would continue with 
the plan. 

The second way we measure satisfaction is through complaints, 
and we have traditionally seen a very low level of complaints, less 
than five per thousand members per year. 

Our recent disenrollment rates for voluntary disenrollments, to 
be distinguished from involuntary enrollments, which are people 
who are deceased or move from our service area, indicates for the 
month of February a .68 percent disenrollment rate. We track 20 
different categories, but the most common reason for leaving 
Secure Horizons, 56 percent of the individuals indicated leaving to 
join another risk plan, which makes a statement about the com- 
petitive nature of this business in the Southern California market. 

The second leading reason for leaving is preferred traditional 
Medicare. Twenty-eight percent of the folks go back to Medicare. A 
very distant third is 4.5 percent who decline continued membership 
based on not wanting to change physicians. There is additional 
information in the written testimony as well. 

I would welcome your questions and we at PacifiCare, as well as 
the other GHAA plans, look forward to continuing the dialog and 
providing at least a portion of the solution. Thank you. 

[The prepared statement and attachment follow:] 
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T^TIMONY OF WILLIAM J. OSHEHOFF, M.D. 
GROUP HEALTH ASSOCIATION OF AMERICA 


Mr. Chairman, Members of the Committee, my name is William Osheroff, M.D. I am Vice 
President and Medical Director with PacifiCare of Cafifomia. PacifiCare is a network model 
HMO. which means we provide services through a network of contracted medical groups and 
Independent Practice Associations (TPAs). We have 650.000 commercial members and 310,000 
Medicare enrollees under a product called "Secure Horizons". T am testifying on behalf of the 
Group Health Association of America (GHAA), the leading national association for health 
maintenance organizations (HMOs). GHAA’s 375 member HMOs serve 80 percent of the 50 
million Americans who receive health care from HMOs. 

GHAA and its member plans are pleased that the Committee is focusing on quality issues in your 
hearing today. We come before you as health plans that provide care for about one-fifth of the 
nation's population - and that offer the nation's most systematic approach to health care quality 
improvement. 

My testimony will focus on three issues, especially as they relate to the Medicare population; 

1 . Describe HMO quality assurance activities, using PacifiCare as an example. 

2. Briefly review current quality stand<ux!s for HMOs. including the oversight by 
regulators (State and Federal) and private review companies. 

3. Provide the results documenting HMO quality and consumer satisfaction. This will 
draw upon both published literature and PacifiCare specific results. 

HMO Quality Assurance Systems 

The last few years have seen a profound change in the basic approach taken by HMOs to quality 
assurance (QA). The early efforts in QA were directed at outlier identification, and used chart 
review as the principle means of case findings. The theory was that there were problems that 
needed to be addressed. 

Influenced by the professors of CQI and TQM, HMOs are beginning to turn their attention to 
more data driven, systematic approaches to identifying opportunities for improving care and 
service. The theory in this model is that systems of care can be developed which improve the 
quality of care and service for populations of patients, not just the patients of the "outlier" 
physician. It is an approach that uses information, physician education and evaluation of "best 
practices" to improve care and service. 

While the evolving internal quality systems differ among HMOs. there are four general aspects 
of continuous quality improvement; 

o Collecting data on utilization, patient satisfaction, physician practice patterns, and 
performances, that allow for a clear definition and articulation of areas in need of 
improvement. 

o Developing an intervention strategy, based on the data assessment, patient needs, 
scientific evidence, and clinical eiqierience 

o Implementing the strategy — frequently involving system changes or modification 
of physician practice patterns. 

0 Measuring outcomes and evaluating results to determine what works. 

This should be viewed as a contimiii^, and, in a sense, "circular” process, with measurement and 
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assessmeni leading lo efforts to improve care, and further measurement leading to further 
interventions. 

In this way, the philosophy of QA is changing. Tte structure of the QA program at individual 
HMOs however has certain common elements. These include a QA/QI Committee. This typically 
consists of (he plan medical director, participating plan physicians and various staff members. 
The role of rhe Committee is to oversee the various plan CQI activities including: 

o Provider Credentialing - physicians, etc. 

o Development of Screening and Preventive Health Guidelines ■ These may be 
guidelines for pediatric immunizations or flu shots in the senior population. 

o Plan Studies - Studies are used by the plan to test various hypothesis, see what 
effects specific action plans will have on the quality of care or service, or to 
establish baseline information that may be critical in evaluating future activities. 

o Case Reviews - Individual case review is still a necessary activity in specific 
circumstances. The committee provides a mechanism whereby cases may be 
reviewed, evaluated, categorized and followed up. This can involve a specific 
corrective action plan or the tracking and trending of cases over time. 

0 Oversight functions - The Committee is often responsible for overseeing the QA 
activities of providers with whom the plan contracts. In this way. an integration 
of QA activities can be achieved acrc^ the whole spectrum of care being provided. 
These may be: 

Medical groups 
IPAs 

Mental Health providers 
Vision providers 
Pharmacy providers 
Dental providers 

While HMO quality improvement programs are carried out plan-wide and are designed to benefit 
all members - Medicare. Medicaid, and commercial •' HMOs can use their quality systems to 
focus on specific initiatives or interventions that can improve a particular aspect of health care 
delivery for a defuied subset of members. Preventive care initiatives are one example of the wide 
range of quality improvement activities commonly undertaken by HMOs. Some "best practices" 
related to childhood immunization provide good examples: 

o 96 of 125 HMOs responding to a November. 1994 survey reported that they have 
implemented a program lo improve childhood immunizations. The majority use 
provider education, patient education, and improved data collection — and most use 
multiple strategies. 

o About half of the plans focus on all enrolled children under the age of 2, but others 
focus their efforts on specific target groups, such as families of under-immunized 
children or the low-income population. 

When asked to cite the factor motivating their dcvelqjmenl of the immunization interventions, 
more than one-half the plans cited quality assurance or pediatric department staff work - quality 
monitoring and assessment that stimulated the development of a program to improve childhood 
immunization rates. And the results of speciftc programs are impressive. 

o John Deere Health Care developed strategies in 1993 that increased the 
Measles/Mumps/Rubella immunization rate from 65% to 94% for commercial 
enroliees, and from 39% to 66% for the Medicaid population. 
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o Mercy Healili Plan in Philadelphia increased the ' immunization rate for its 
Medicaid-eligible children from 46% to 57%. 

Another example of quality intervention is in the area of pediatric asthma. The Harvard 
Community Health Plan found that this chronic condition was the most common cause of 
hospitalization for the children it served. Rather than focusing on treatment of acute episodes, the 
plan developed a comprehensive approach to managing this chronic disease, including; 

0 Outreach to identify high-risk patients; 

o Development of an individualized care plan, including education and counseling; 
and 

o Education on how to measure lung function so that the use of anti-inflammatory 
drugs can be targeted and appropriate. 

The results are very promising - initial data indicate that the program reduced hospitalization for 
these pediatric patients by 79% percent, and emergency room visits by 86 percent. 

Plans will vary in their targeted areas based on demographics, utilization or QA data, etc. 

HMO Quality Systems 

Stated simply, HMOs are organized systems for financing and delivering health care. They 
provide a vehicle for systematic quality improvement that is not as readily available in more 
episodic financing arrangements such as fec-for-servicc (FFS) plans, because HMOs combine a 
number of interrelated features that foster a comprehensive approach to quality. These include: 

0 Selection of a defined, fully credentialed network of providers who can work 
together on care and quality issues; 

0 Provision of comprehensive services across the spectrum of inpatient and outpatient 
settings, allowing a full range of quality inierveniions; and 

0 Clinical and fiscal accountability for the health care of a defined population - 
allowing population-based data colleoion, analysis, intervention, and monitoring - 
and fixing accountability for performance. 

HMOs have made quality improvement systems a tey component of their approach to care across 
all of the papulations that they serve. Their quality approach has traditionally included a focus 
on the three classic dimensions of quality assurance; 

0 Structure, which includes ensuring appropriate professional qualifications, adequate 
records, proper organizational arrangements; 

o Process, which enconq^asses the steps involved in provider/patieni interactions; and 

o Outcomes, which involves determining whether medical interventions achieve 
desirable patient results. 

While HMOs continue to maintain such approaches, they have in more recent years led the way 
in moving toward continuous quality inqiroveinem in health care, as noted above. 

Padfirarp Oiialitv A< surance/ImprOTement System 

We have developed a complex, multidisciplinary QI program at PacifiCare of California. The 
committee structure supporting these activities is depicted in the Attachment. 
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The basic function of our QA committee is consistent with the above comments. In addition, we 
have four regional peer review committees. These committees provide direct input from over 30 
of our panicipaiing providers. Much of the work of these committees is to review individual 
medical records, develop action plans, arKi to review proposed guidelines, policies and 
procedures. 

Our Technology Assessment Committee, begun in 1990, has reviewed a substantial number of 
medical interventions for purposes of determining where they should fit in the daily practice of 
medicine and for when they may be appropriate. Tliis group draws heavily on published literature 
and specialists in the appropriate field of practice These are routinely sent to all our provider 
groups. 

The Ethics Committee has been in place for 15 months. Its numbers include an outside, 
rationally recogni^ ethicisi, a benefits manager for a targe commercial employer, a Secure 
Horizons member, legal and regulatory reprcMniaiives, a physician provider, a social worker, 
case management nurse, and a sales and marketing individual. 

The practice of medicine is becoming more complex as we deal with new technologies and their 
applications. The Committee recognizes and promotes the values of the individual in health care 
decision making, the issues of autonomy and equity (fairness) and the difficult problems of futile 
treatment, patient non compliance, and responsibility. 

We have trained our case management nurses in ethics and mediation skills which are proving 
extremely valuable in dealing with difficult medical situations. We plan to publish a report of 
these activities so others may learn from our experience. 

We have two (2) Bcnefiis Committees — one for commercial products and one for government 
programs (Medicare and Medi-Cal). The committees ensure that our determination of benefits 
is consistent with regulatory requirements, coordina^ with our providers and among our various 
departments. 

Quality. Stapdards for H MQs 

Federal and state governments and private accreditation organizations working with large 
employers have established a wide array of quality sundards, and GHAA has long supported 
strong quality standards for health plans. 

Federal HMO Act: The federal HMO act and regulations require HMDs, as a condition of federal 
qualification (53 percent of HMDs are federally qualified), to have internal quality assurance 
programs that; 

0 Stress health outcomes. 

o Provide review by physicians and other professionals of the processes followed in 
the provision of health services. 

0 Use systematic data collection of performance and patient results, interpret Urese 
data for practitioners, and institute needed change. 

o Include written procedures for taking appropriate remedial action, in the case of 
inappropriate or substandard services, or when services that ought to have been 
furnished have not been provided. 

Medicare HMO/CMP requirements: Medicare’s regulations for participating HMOs and 
competitive medical plans (CMPs) incorporate the federal HMO act requiremems for internal 
quality assuraiKe programs. In addition. HMOs and CMPs participating in Medicare must 
maintain an agreement with a utilization and quality control peer review organization (PRO) for 
external review of care. 
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The PRO review process is moving from a focus on individual cases toward assessment of trends 
and patterns of care and outcomes much the same as described above. PROs review a sample of 
the enrollees HMO/CMP, looldng at care furnished over a twelve-month period. Action plans 
are developed by Ibe HMO/CMP in cooperation with the PRO to address any problems 
encountered, and the PRO then conducts a targeted review to determine that the problem is 
corrected. 

GHAA has been working with HCFA in its efforts to improve the PRO review process and to 
focus it on performance measurement chat is consi^nt with the evolution of quality review in the 
private sector. A pilot project (the "Delmarva' project) has identified and refined a set of specific 
clinical indicators, inchidiog certain "core* measures (time to the first visit for new enrollees, 
mammograms, frequency of visits/services; and flu shots) as well as some specific measures 
related to diabetes. This year, a selected group of HMOs and PROs will begin to work together 
to test these measures for an 18-month period. The goal is to develop information that will help 
improve PRO oversight and that will be useful to HMOs in improving the quality of care. 

State requirements: The states also set quality requirements for HMOs. According to the most 
recent report available, 42 states have adopted some type of quality standards. The report 
describes "...myriad variations in the regulatory schemes by which States seek to assure their 
citizens' high quality health care”. These include internal and external review requirements, as 
well as requirements related to licensure of providers enrollee satisfaction, medical records, and 
other matters. 

The National Association of Insurance commissioners (NAIC) has adopted a model HMO Act for 
use by states <wlfing to regulate HMOs, and 28 of the state HMO acts are based on NAIC model. 
The model act requires HMOs to file a description of their quality assurance program, and 
requires that quality assurance plans include a number of specific elements. 

Private accreditation: Private accrediting organizations also set standards for HMOs and assess 
whether the plans meet those standards. The three major groups are the National Committee for 
Quality Assurance, the Joint Commission on the Accreditation of Health Care Organizations 
(JCAHO), and Accreditation Association for Ambulatory Health Care, Inc. (AAAHC). 

The NCQA is the roost widely used and has gained the respect of major employers across the 
country. It is considered the "gold standard" for HMOs - not an industry average or basic 
standard for operadon. The NCQA sets specific standards and reviews plan performance in a 
number of areas: 

0 The quality assurance system — Incliuling its effectiveness in improving quality and 
service; 

o Credentialing process for providers; 

o Utilization management; 

o Member rights and responsibilities; 

o Preventive health services; and 

o Medical records. 

PacifiCare of California was originally granted full «:x;mlitatjon by the NCQA in 1992. We were 
the first Medicare risk HMO to be so designated. 

The NCQA has also worked with enqiloyers and health plans to develop a standardized set of 
comparative information for health plans to report. The Health Plan Employer Data and 
Information Set (HEDIS) is comprised of 60 performance measures designed to give employers 
and consumers objective infomiation on health plan performance. HEDIS is the first step in the 
development of a standardized set of performance measures for HMOs. 



155 


A comparable effort is underway to develop "report cards" on HMOs that will be useful to 
consumers in making informed choices. As such efforts become more sophisticated, it will 
beimponani for consumers to have dau on the fee-for-service sector that permits an additional 
dimension of comparison. 

The Resu lts 

Discussion of different quality models and systems is irrelevant in the absence of results, The 
success of HMOs in improving quality of care has been documented again and again, as studies 
show care provided in HMOs to be as good or better than care provided in fee-for-service (FFS) 
plans. 

A comprehemive review of the literature published from 1980-1994 ai^peared in tite May 18. 1994 
Journal of the Amerjcan Medical Association. It analyzed 16 smdies comparing quality of care 
in HMOs with care provided to similar populatioie in other settings. The study concluded that 
HMO quality is better than or equal to the FFS results on 14 of 17 measures. People cared for 
in HMOs consistently receive more preventive care — such as breast, pelvic, recta! and general 
physical examinations - as welt as more health promotion counseling. 

Some specific examples of studies on quality of care in HMOs are outiiited below. 

0 Elderly HMO members with caiKter are more lilrely to be diagnosed at an early 
stage than those in the FFS system, according to a HCFA study that compared 
Medicare records for 12 different types of cancer. Breast, cervical and colon 
cancers, along with melanomas, were diagnosed significantly earlier in HMOs than 
FFS. The largest difrerence was for cervical cancers: almost 60 percent of HMO 
members were diagnosed at tfte earl^ stage, compared with 39 percent of FFS 
patients (American Journal of Pufalk Health. Octobeti 19941, 

0 HMO appendicitis patients were 20 percent less likely to suffer a ruptured 
appendix than appendicitis patients in a FFS setting, according to a study of 
hospiul records in California (New England Journal of Medicine, August 18, 
1994. 

0 Women in HMOs were more likely to obtain mammograms. Pap smears and 
clinical breast exams than women in FFS settings. For example. 62 percent of 
women HMO members age 50-64 had a mammogram within the past year, 
compared to 50 percent of women in FFS fCDC/NCHS Advance Data No. 254, 
August 3, 1994). 

Another recent review reported by Joan Meisel, PhD, MBA at Stanford University entitled 
"Quality of Care in HMOs: A Review of the Literature" reaches the same conclusions - that 
HMOs do noi compromise the quality of care aad are rated superior to fee-for-service in many 
important ways. 

Finally, HMO members — elderly and non-e!derly — are more satisfied overall with their health 
plan than FFS enrollecs. For example, a survey of 19.000 elderly Americans by the National 
Re%areh Corporation found those enrolled in HMOs had higher satisfaction levels than traditional 
FFS Medicare enrollees for every level of health status. 

At PacifiCare we measure member satisfaction in several ways. First is the Member Satisfaction 
Tracking System (MSTS). This program involves a telephone survey of a statistically valid 
sampling of members for each of our contracted ntedical groups/lPAs. These results show that 
95% of surveyed members are satisfied with the plan and their medical group. Ninety four (94) 
percent believe tite plan performed as good or better than expected. Ninety nirte (^) percent 
report they arc likely to conitntte coverage. 

The second measure of satisfaction (or dissatisfaction) is the number of complaints. This has 
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consisiemly been low, and currently is <S complaints per thousand members per year (4.64 for 
CY 1994.). 

The third indication of member satisfKtioD is the enthusiasm of the seniors for this product in new 
markets. Secure Horizons is a tremendous value for the senior. Not only do they receive 
Medicare benefits, but Secure Horizons provides a pharmacy benefit aiKl dental benetlt. Further, 
we provide services that include aerobics classes and counselling on a variety of health related 
topics. 

Kern County (Bakersfiekl) is an example of a new iparket and how quickly seniors will embrace 
a managed care approach. In three years, we have enrolled 14.376 new members in this market. 
There arc 61.436 seniors in Kem County. Thus we have enrolled 23% of the county's senior 
population in a short period of time. 

Perhaps a more important iodicaiion of satisfaction than enrollment rates is disenrollment rates. 
People can join a plan, but little is gained if they disenroll in a short period of time due to 
dissatisfaction. 

The following table summarized the data for Felmiary. 199S: 

Voluntary disenroUmeats 2,07S (63.3%) 

Involuntary discnroUmeots 1,206 (36.7%) 

Total 3,284 (100%) 

“Involuntary disenroUmenis* r e pr ese n ts deaths or individuals who move from our service area. 
Average membership during this month was 301,776. The voluntary disenrollments represent 
0.68% of the membersh^. This is extremely telling. 

The ten most frequent reasons for voluntary disenrollment are as follows: 


1. 

Joined another risk plan 

No. of 
Members 
1,182 

JL. 

56.0 

2. 

Prefer traditional medicine 

590 

28.4 

3. 

[>oesn'( want to change physician 

94 

4.5 

4. 

Other 

65 

3.1 

5. 

Lock-in feaoires too restrictive 

23 

1.1 

6. 

Benefits are insufficient 

16 

0.8 

7. 

No/little choice of specialist 

8 

0.4 

8. 

No/little choice of PCP 

7 

0.3 

9. 

Failure to refer/aulfaorize 

6 

0.3 

10 

. Doctor couldn't improve conditioa 

3 

0.1 


As you can see, (he voluntary disenrcUhiienl rate is vny low. The major causes of disenrollment 
relate to the competitive eavironmenl in which we operate, and the difficulty in transition from 
FFS medicare for some members. Only 23 me mb ers (out of 3(X>.000+) found the HMO lock-in 
features too restrictive. 

We believe these results indicate a very high level of satisfaciion with our plan. 

Mr. Chairman. HMOs provide higti quality cam to SO million members today - and are working 
to continue to iiiq)rove the care that we {HnvKle in the future. Tbe GHAA would be pleased to 
work with tbe committee as you examine the issue of quality in health care. I wish to extend to 
you and your Committee an invitation to visit our plan and gain first hand knowledge of our 
operations. I would be happy to answer ai^ questions that you may have. 
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Chairman Thomas. Thank you very much, Doctor. 

Miss Braun? 

STATEMENT OF BEATRICE BRAUN, BOARD MEMBER, 
AMERICAN ASSOCIATION OF RETIRED PERSONS 

Ms. Braun. Mr. Chairman, my name is Beatrice Braun from 
Spring Hill, Florida. I am a member of the board of directors of the 
American Association of Retired Persons. AARP appreciates the 
opportunity to appear before the Subcommittee today to discuss 
quality oversight in the Medicare Program. 

As you can imagine, when we hear from our members about 
quality issues, they do not usually express their views in policy 
talk. For this reason we have attached to our testimony a checklist 
of key aspects of quality from a consumer perspective. We think 
that these 10 items, such as competence, compassion or bedside 
manner and communication help to capture what is needed to 
ensure continuing consumer confidence in the quality of care. 

This hearing occurs on the eve of the 30th anniversary of 
Medicare. During the past three decades we have witnessed the 
evolution of a system that has provided security and peace of mind 
for millions of our citizens based upon the delivery of high quality 
medically necessary services. 

As we debate Medicare’s future, we must not forget our respon- 
sibility to preserve its strengths, including its current Quality 
Assurance Program, and to change it only in ways that will con- 
tinue to improve the health status of beneficiaries. AARP believes 
that a strong system of quality oversight must continue to be a key 
component of the Medicare Program. 

Because Medicare is being confronted with both tighter budgets 
and growing needs, beneficiaries must have confidence that the 
quality of the services they receive will not suffer in the face of 
these financial pressures. Maintaining a quality health care system 
begins with protecting Medicare’s benefits package and includes 
preserving the affordability that has always been key to Medicare, 
along with the freedom to choose providers and health plans. The 
basic assurance of a system of comprehensive affordable care is the 
foundation for all of our quality improvement recommendations. 

In our written testimony, we have detailed a number of specific 
initiatives that will help preserve and enhance quality within the 
Medicare system. AARP has been pleased to work with the public 
and private sectors in these areas. 

Specifically, we note the following: First, we applaud efforts by 
HCFA and NCQA and the Joint Commission to develop comparable 
measures of performance in health plans and to release data to the 
public. To be successful, these initiatives will require providers to 
submit standardized data, which is not currently being done by 
some managed health care plans. HHS could further this goal by 
requiring standardized data collection for all public programs. 

Second, we are encouraged by efforts of AHCPR and others to 
conduct outcomes research and develop clinical practice guidelines. 
This enormous task requires public-private collaboration. 
Guidelines have not yet been developed for many important condi- 
tions, particularly chronic conditions of older persons. 
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Third, we are encouraged by efforts to develop useful consumer 
information and to communicate with Medicare beneficiaries. Such 
information is an important component, although it will never be 
sufficient alone to assure quality. 

Finally, we support efforts to strengthen current quality 
safeguards. Medicare appeals and oversight by peer review organi- 
zations are vital to consumers and we urge HCFA to continue to 
improve their functioning. 

As the Congress considers ways to restructure the Medicare 
Program, preserving and enhancing quality must remain a priority. 
Strengthened safeguards will be needed in new delivery systems, 
because while they may reverse incentives toward overservice, they 
pose a potentially greater risk of underservice. 

Thank you for this opportunity to present AARP’s views on some 
of the major policy issues concerning Medicare’s Quality Assurance 
Program. We would be pleased to work with Members of the 
Subcommittee on ways to improve the quality of care for all 
Medicare beneficiaries. Thank you. 

[The prepared statement and attachment follow:] 
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TESTIMONY OF BEATRICE BRAUN 
AMERICAN ASSOCIATION OF REHRED PERSONS 

Mr. Chaiimaii and members of the Subcommittee. 1 am Beatrice Braun from Spring 
Hill, Florida. I am a member of the AARP Board of Directors. I appreciate the 
opportunity to appear before the Subcommittee today to discuss quality oversight in the 
Medicare program. 

This hearing occurs on the eve of the 30th anniversary of the Medicare program. 

During the past three decades, we have witnessed the evolution of a system that has 
provided security and peace of mind for mill i ons of our citizens based upon the 
delivery of high quality, medically necessary health services. As we debate Medicare’s 
future, we must not forget our responsibility to preserve its strengths, including its 
current quality assurance program, and to change it only in ways that will continue to 
improve the health status of beneficiaiies. 

AARP believes that a strong system of qualiQr oversight must continue to be a 
cornerstone of the Medicare program. Them are few aspects of the program that 
matter more to beaeficiaries than preserving and e nhancing the quality of care. 

Because Medicare is confronted, today and for the forseeable future, with both tighter 
budgets and growing needs, beneficiaries must have confidence that the quality of the 
services they receive will not suffer in the ^ce of these financial pressures. 

Today, we are discussing ways to improve the quality of care in both fee-for-service 
and managed care settings. Regardless of bow beneficiaries receive tbeir care, we must 
be vigilant so that all - including those who are sickest and most at risk - receive 
appropriate, affordable, high quality care. While a system involving greater enrollment 
in managed care offers the potential to ioq^rove the quality of care, this potential will 
not be realized unless there are rigorous protections against the risks of underservice 
and poor quality care. It is fair to say that beneficiaries’ perception of the quality of 
care in these new delivery systems will be driven not by stories of unnecessary care 
avoided but by “horror stories" of needed care deferred or denied. 

What do consumers mean by “quality" of health care? Most importantly, it is the 
assurance chat they will be able to have their health care needs met when they need care 
and by providers whom they trust. This iiiq)!ies that the Medicare benefits package 
that older Americans depend upon today should not shrink, and in ^ct, should expand 
to include coverage for significant gaps, such as prescription drugs. Affordability is 
also central to beneficiaries’ view of a quality health system •• beneficiaries’ out-of- 
pocket costs cannot continue to grow such that diey can no longer afford access to care 
when they need it. Choice of providers and of delivery systems is another valued 
component of the current Medicare system; indeed. Medicare beneficiaries’ health 
coverage options need to be expanded, as has occurred for the under-bS population in 
the private sector. But this should not be done at the cost of reducing Medicare’s 
benefit package, increasing beneficiaries' out-of-pocket costs, or jeopardizing 
Medicare’s broad insurance pool, which permits risks b> be spread and makes 
affordable health care possible. 

Quality of care goals 

AARP believes our quality of care goals sbcKild be; 

• To assure individuals that they will be able to have their health care needs met, as 
well as to improve the overall health of various populations . 

• To preserve choices for consumers that result in the delivery of comprehensive, 
affordable care, as well as to to provide for the skilled management of care. 

• To prevent the withholding of necessary and appropriate care, as well as to avoid 
delivery of unnecessary or inappropriate care. 
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• To improve systems of care through the application of continuous quality 
improvement approaches, as well as m ensure the detection and cessation of 
practices threatening individual patient well-being. 

• To e nhan ce consumer decision-making capability through disclosure of treatment 
options, risk-benefit considerations, aiul ou^mes, as well as to strengthen mutual 
respect and trust between practitioners and patients. 

Improved P erformance Measurement Across All Care Settings 

‘‘If you can't measure it, you can't monitor or improve it.” In the private sector, 
organizations such as the National Committee for Quality Assurance (NCQA) and the 
Joint Commission of Health Care Organizations (JCAHO) are playing leadership roles 
in the difficult task of developing comparable measures of performance in health plans 
and health care organizations, and in releasing these data to the public. In the public 
sector, the Health Care Financing Administration’s (HCFA's) efforts to develop 
indicators of quality of care in all settings, including home health and skilled nursing 
facilities, as well as in physician offices aiKl hospitals, are vitally important. 

We believe that the new performance measurement systems being developed in both the 
private and public sectors should include measures of access to and timeliness of care, 
appropriateness of the setting and treatment, and premature hospital discharge. As soon 
as possible, these measures should encompass the entire range of care delivered and a 
wide range of clinical conditions, especially chronic physical and mental disorders. 

(For example, knowing that a plan performs well for someone with diabetes doesn't 
necessarily mean that it does so for patients with other conditions.) 

We are pleased that private accrediting bodies and the Department of Health and 
Human Services (HHS) are making cortsider^le progress in developing and pilot- 
testing quality of care indicators in both managed care and fee-for-service settings. 
However, we urge them to move forward even more rapidly. If the focus is on only a 
small number of conditions and too few measures, quality of care could be imperiled if 
providers “study for the test” (e.g., focus their resources on the few conditions being 
studied to the detriment of patient care in other areas). 

.^iandardi7fid Data Collection 

The key to a comprehensive performance monitoring program — and to providing 
useful consumer information - is a uniform data collection tool. This tool should have 
uniform definitions that permit comparisons of health encounters, regardless of the 
source of payment or setting, at the same time that it protects patient privacy and 
confidentiality. Such a tool would help consumers make “apples-to-apples” 
comparisons and would reduce the cost and administrative burdens on providers and 
plans. 

Currently, some managed care plans cannot report basic utilization data, such as the 
number of patients seen with a specific diagnosis and what treatments they received. 
Hence, as a first step, HCFA should consider requiring Medicare and Medicaid 
managed care organizations to collect the data on the forms used in the fee-for-service 
setting for documenting and reimbursing anU>uIatory and hospital care. (These forms, 
the HCFA 1500 and the ljB’9 respectively, include data on patient age and gender, 
place of service, diagnoses, and procedure codes.) Since the majority of the nation's 
providers are already familiar with these instruments, they may be the most practical 
foundation upon which to build. Additional data elements essential to providing a 
comprehensive picture of care - such as medications currently being used and 
functional status - could be added over time. 

Clinical Practice Guidelines and Outcomes Research 

The growing movement to expand medical effectiveness research and outcomes 
research -- in order to identify when services are beneficial and when they are not — 
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bolds great promise for inqiroviiig quality and reduciog the costs of medical care. The 
major “products” of this m o vem e nt are clinica} practice guidelines to guide practitioner 
and packot decisions about appropriate health care for specific clinical conditions. 

AARP has been supportive of tfae efforts of die Agency for Health Care Policy and 
Research (AHCPR) and otfaer ^ncks within HHS to conduct outcomes research and 
to deveit^ practice giudeliiies, which stiU don't exist for many conditioDS. Federal 
support for these effixts is critical, as is (he need for private and public sector 
colUboratioD in developing, dL^eminaring . and evaluating the use of guidelines in 
practice. 

AARP is particularty interested in seeing expaivled outcomes research on and the 
developmem of more clinical practice guidelines for chronic conditions. From the 
perspective of all beneficiaries, but especially dM>se with chronic conditions, outcomes 
of care should include those that relate to the quality of life, such as physical 
fUnctioDiog, social and role fiuictioaiag, and emotional well-being. Because chronic 
illnesses cannot be “cured”, the emphasis should be on helping individuals cope with 
changes as the disease p ro gi e s ses, on preventing further disability and optimizing 
functioning and well-being. For the chronicaiiy ill, it also is particularly important to 
track the continuity of care across multiple settings, mcluding home health care and 
other long-term care settings, and to assess the interpersonal aspects of care (such as 
patient-physician cammunicatioD). 

rnmmiinifjHnn with Beneficiaries 

Another crucial need is inqiroved outreach to and communication with beneficiaries, 
and we are encouraged to see HCFA’s new emphasis on these areas. This 
communication should be a two-way street, in which information is both gathered from 
bencticiaries as well as provided tQ them tt> help inform their health care decisions. 
Beneficiaries’ satisfKtioa with care reflects both bow they have been treated and their 
health outcomes. In addition to being asked about their satisfaction with care, 
benefictaries should also be asked about their health status and health care experiences. 
For example, research indicales patients accurately report information about their 
medical care, such as wtiedier they received their test results and were told whether 
further care was needed. These patient-based data, which can be used to construct 
measures of clinical pcrformaocc, are a promising, potentially cost-effective, but 
underutilized method of data coUectioo. Heiic«, AARP believes that constraints to the 
use of both patient and conaimer satisfaction surveys should be removed as soon as 
possible. Finally, as HCFA is prc^iosing to do in its new Consumer Information 
Strategy. iDfonnatioa should be provided to beneficiaries in such areas as prevention, 
treatment options, and to also help them choose among health coverage options. 

Consumer Information 

There currently are numerous efforts underway in the private and public sectors to 
provide consunn^ with informatioD to help inform selection of health care plans and, 
to a lesser extent, providers. We strongly 5U{^rt efforts to provide consumers with 
“report cards" on {rfan and provider performaoce that present accurate, comparable 
information in formats that are ”coosumer-&iendly." Accomplishing this goal, 
however, will take a kmg tine and significant investment. We applaud efforts, such as 
the recent NCQA pilot report card project for managed care plans, that move us closer 
to (his end. 

We also believe that the ptd>lic sector is in a unique position to foster the development 
of useful consumer infon natioiL Although much maligned, HCFA’s hospital mortality 
reports broke new ground in (he public release of outcomes information, and paved the 
way for the more useful pcovider-speciCic data rq)orts that are currently published in 
several states. The AHCn( has also eod^arked on several projects that should result in 
better public infonnatioo, notabty the development of a model consumer survey 
designed tt> help consumers makg choices amoag alternative health insurance options. 
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Consumer inforniation alone, however, is not sufficient to assure quality accountability. 
We would never want to see the day when Medicare beneficiaries, including those who 
are very sick and very frail, feel that ’‘caveat aeger" Oct the patient beware) is their 
chief protection. 

Due Process and External Quality Oversight 

Many of the strategies for improving quality discussed above — including more 
comprehensive performance measurement systms and consumer “report cards” - 
presuppose the fiiture development of better data systems and research methodologies. 
The “state of the ait” is such that there must also be ongoing attention to the 
strengthening of current quality safeguards, i.e., due process and external quality 
oversight protections. 

Due Process: 

The Medicare program must condmie to protect beDeficiaries from poor care. 

Currently, such protections include a complaint system utilizing Peer Review 
Organizations (PROs), infonning patients of their appeal rights upon admission to a 
hospital, and a uniform, national appeals mechanism for medical care denials. As 
Medicare evolves and beneficiaries enter ioio different kinds of relationships with 
providers, these cmnplaint, due process, and appeal mechanisms must be strengthened. 
In addition, ways must be sought to iminove coordination of protection efforts of 
state and federal investigatory and disciplinary bodies; PROs should continue to have 
the authority to make an>ropropriate referrals for disciplinary action when needed. 

External Quality Oversight: 

External peer review has been a feature of the Medicare program since the early 1970s. 
SiiKe the mid-SOs, AARP has been actively monitoring the development of the PRO 
program. While imperfect, the program fonctions as an important part of the patient 
protection and quali^r assurance structure. More specifically, through its federal 
standards, it provides the structure needed to assure the delivery of high quality care 
regardless of where one lives, and to bold individual and institutional providers and 
plans publicly accountable for improving perfomiiance. 

Recently, (he PRO program has undergone a fundamental change foom a focus on 
individual errors fo identifying opportunities to improve the mainstream of care. 

AARP is hopeful that the introduction of a continuous quality improvement model, 
which seeks to educate and facilitate rather than to punish, will succeed in fostering the 
delivery of higher quality care. 

Among those aspects of the PRO program that are most critical to consumers are: 

• Monitoring access to and quality of care. Even the best informed consumers will 
often not be able to tell whether or not they are receiving care based on the best 
medical practice, especially when they are very ill. Hence there is a need for 
expert, objective professional oversight to f<»ter care of high technical quality that 
is based on clinical practice guidelines, when they exist. 

• Consumer representation. Consumers are represented on the boards of PROs in 
all SO states; this consumer represent^on must not only be maintained but 
expanded. 

• Ccunmunity-based initiatives. An important PRO function is to help practitioners 
and plans reach quali^ levels achieved by the best performers. In order to improve 
performance, PROs are now sparking community -based initiatives that bring 
together all parties (practitioners, plans, and, occasionally, consumers) to respond 
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to locaUy-idatified needs. We see these initiatives as promising, and think they 
will be even moie effective if they actively involve consumers. 

• Ongoing quality om right . A criticai element of PROs’ monitoring activities is 
that they occur on a contiiiious basis, i.e.. ongoing problem identification and 
problem-solvnig take place through community-wide pattern analysis. 

AARP believes diat the Medicare prt^am must condmie to bold plans and providers 
publicly accountable through ongoing, skilled professional oversight, utilizing a state- 
based infrastucture that permits an essential presence at the community level . 

This by DO means precludes the coDtribution of national accreditation entities, whose 
efforts in fostering standard setting, continuous quality improvement, and comparative 
analysis of perttumaiice are accelerating. Medicare should continue to work 
collaboratively widi ds private sector in piooeering and adopting cost-effective ways to 
improve quality. 

Copchision 

As the Congress ccnsidas ways to restructure the Medicare program, preserving and 
enhancing quality must ranain a priority. Strengthened quality safeguards will it 
needed in new delivery systems because they reverse the current incentives toward 
overservioe and pose the risk of underservi^. Inqiroved performance measurement, 
communifatioo witfi beneficianes, and consumer information will be necessary but not 
suffkieitt elements of this system; of equaUy viml significance will be public 
accountability, accessible grievance, appeals and due process mechanisms, and skilled 
external (vofessiofial oversight. 

Thank you for dits Opportunity to presem AARP’s views on some of the major policy 
issues coacetning Medicare’s quality assurance program. Of course, when we bear 
from our members about quality isaies, they don’t usually express their views in 
“policy talk.* Hence, we have ^ipcnded to our testimony a checklist (Appendix A) of 
key aspects of quality frmn a consumer perspective. We think that these ten items help 
(0 capture adiat is needed to ensure continuing consumer confidence in the quality of 
care. 


We would be pleased to work with members of the subcommittee on ways to improve 
Che quality of care for all Medicaie beneffeiaries. 
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Appendix A 


Comp^ence 

CoDuuunicatiOD 

CompassHm/Caring 
CoDdnuity of care 
Condninim of care 
Choice 

Complaint Resfrfntkm 
CoaTenimoe 

Coordinatioo 

Community OTcrsiglit 


Quality from a Consumer PerspectiTe: The Ten “Cs” 


of providers and health care practitioners 

such as explanation of medical procedures and tests; paying 
altendon to what the patient says 

courtesy, personal interest, respect, time 

such as ability to see one’s usual provider 

full range of acute and long-term care services 

of delivery systems as well as doctors; more generally, consumer 
anpowcnneat 

dmely, accountable procedures for grievances and appeals 

of location, icccss to primary & specialist care when you need it; 
getting medical ^vice by phone 

no delays in ymir medical care; communication among doctors or 
staff who provkie care 

state or locally-based organizations monitor quality of and access 
to care, based on federal standards 
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Chairman Thomas. Thank you very much, Mrs. Braun. 

Dr. Nelson, your organization probably as much as any has had 
an ongoing discussion about how you relate to health care changes. 
We have been focusing on measuring tools, quality versus cost. Do 
you folks believe that there is a way to create a measuring device 
that would cut across all of the various delivery mechanisms that 
we now have; that is, is quality quality, whether it is the old fee- 
for-service or an HMO or a physician hospital organization or a 
PPO, or do you think we might need to use slightly different stand- 
ards for different structures to measure quality? 

Dr. Nelson. That is a very good question, Mr. Chairman. The 
fact is that quality is quality and it can be measured. A couple of 
premises. 

Premise one is we believe that quality controls costs, not the 
other way around, and that there are three aspects of quality 
which can be measured and are currently being measured. One is 
the medical outcome, did the person have the right diagnosis, right 
tests. Did the patients live or die? 

Second and significantly, is patient satisfaction being measured 
carefully. We talked about the hotel functions of a hospital. 
Patients want to know if their care giver is actually giving informa- 
tion and how they perceive the quality of care. Third is was it done 
efficiently, and that can be measured as well. Those quality indica- 
tors would work irrespective of the system in which the care was 
provided. The quality must be provided in any of those systems, 
and that is our concern. 

Chairman Thomas. Another concern that I know doctors have 
had is the whole question of practice guidelines. It is the old 
business such as in our business, if you let me pick the ones, I am 
more than willing to follow them, but when someone else picks 
them then I have some concern. You know we will be developing 
a number of competing practice guidelines. 

Is AMA looking at or do you have any mechanism or structure 
to help resolve a choice question between competing practice guide- 
lines? 

Dr. Nelson. Yes, sir. We have put together the practice param- 
eters partnership. This has in it several hundred practice 
guidelines, and so forth. When there are competing practice guide- 
lines, these groups are brought together to agree to agree. That has 
occurred. There were three, for example, on gestational diabetes or 
diabetes in pregnancy, and there certainly needs to be a way to 
bring those together. Yes, that is being done. 

The second answer to your question, if you would come West, 
and we invite you to Utah you would see that this is being done 
in a partnership between the private and the public sector where 
health system reform, which is ongoing in our State. We have a 
large consortium of people involved in quality which will be from 
our PRO, private carriers, State health department, and others to 
get together to do in an ongoing basis so we can agree to agree. 

We believe that this can be done. We believe that it must be 
done. As a matter of fact, our health reform in Utah is being based 
on the premise that costs saved, which we must see up front from 
this process, will be used to give care to those who currently do not 
have it, and it is working. 
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Chairman Thomas. Do you have examples? Earlier with the 
HCFA panel and Dr. Lee, we talked about some early success 
stories or breakthroughs in terms of utilizing guidelines or quality 
control. 

Do you have any examples or is it too early to talk about specific 
changes that were dramatic or helpful? 

Dr. Nelson. There are three. The most dramatic is in a disease 
called adult respiratory distress syndrome or ARDS. It is a disease 
that is a almost uniformly fatal, with death rates of around 90 
percent. Before the implementation of practice guidelines that were 
generated by the practicing physicians, our death rate, too, was 
around 90 percent. 

We now have a 44 percent success rate, meaning people who live, 
and the best part is, by following the guidelines developed by our 
physicians, we are saving in the neighborhood of $40,000 per case. 

The second simple example is in the issue of wound infections 
after surgery. National standards suggest that 2 to 4 percent of the 
time that ought to occur. In our hospital it was 1.8 percent before 
initiating the guideline, 0.4 percent afterward. 

We saved three quarters of a million dollars in 1 year in our 
hospital because we didn’t have the infections to treat. You wanted 
a dramatic one; it used to take 21 days to get your little card that 
said you could be a member. Now it takes 4 days. By quality 
methodology, we found four desks on which the card sat and no one 
knew the reason why. We eliminated those. So, we have three sim- 
ple breakthroughs, the point being that, yes, it can be done. It is 
being done and it does not just have to do with clinical medicine. 
It has to do with all aspects of health care. 

Chairman THOMAS. I think that probably more than anything 
else, telling some success stories to encourage people to take a 
serious look at it and move forward probably does a better job than 
anything else. I have some questions for the other members of the 
panel, but I know the gentleman from Nebraska wants to inquire. 

Mr. Christensen. Thank you, Mr. Chairman. Mr. Warden, I 
have heard testimony earlier today about mandating health care 
institutions and doctors in terms of getting sound testing require- 
ments and monitoring some of the things that they are doing from 
a government standpoint. Being a free market, conservative, 
entrepreneurial capitalist, I believe that we need to keep govern- 
ment out of that as much as possible. 

I know there is a role for Government. In your opinion, what 
would be the best avenue to follow? Is it a role that Ms. O’Kane 
talked about in using the National Committee for Quality 
Assurance? Is your particular hospital following some of the things 
that they do in NCQA or do you think that it would be better to 
follow a more regulatory approach that maybe we heard in testi- 
mony earlier today by some of the earlier witnesses? 

Mr. Warden. I think, Mr. Christensen, that the best approach is 
one in which there is kind of a partnership between the private 
and public sector in which the accreditation or certification system 
resides in the private sector, but there is an ongoing dialog with 
the public sector about what their expectations are. 

We found that both with the Joint Commission on Accreditation 
of Health Care Organizations and with the National Committee for 
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Quality Assurance that the kind of approach where we voluntarily 
participated with them and had the opportunity to do so in devel- 
oping standards, and then agreed to adhere to those standards as 
part of their accreditation or certification process, is the most 
workable one, and I think that it is probably also the more cost ef- 
fective compared to a more regulatory approach. 

Mr. Christensen. If that is the case, then what role do you 
think the Federal Government has and to what extent might we 
be required to fund research to support evaluations in government 
policy changes and making this information available to the public? 

How much and to what degree should government fund these 
various studies? If you look at our last panel, less than 5 percent 
of the funds in each one of the respective groups came from the 
Federal Government, whereas, other testimony we heard placed it 
at a more significant amount. 

Mr. Warden. I think that government has a role in helping to 
develop tools and approaches. In most cases in the private sector 
we do not have, unless we get a grant from a foundation, we do 
not have the sources of dollars to be able to do that because it is 
not something you would consider the patient should pay for. 

However, in our own organization we found that just as the 
doctor on my right from the AMA has done, we found that once we 
have some information and understand the kinds of approaches 
that can be taken, much of it can be done at the local level. We 
have done it in about 10 different conditions, and each one of them, 
I will not go into the examples, but with each one we have had the 
same kind of savings and the same kind of increased patient satis- 
faction. 

The important thing is that there are mechanisms, as AMA has 
stated, to enable us to share this information between organiza- 
tions and to network so that we continually learn. Outcomes re- 
search and practice guidelines are not something you develop, and 
then they just exist forever. Medical information is changing all the 
time and it has to continually be improved. 

I think basically the successful strategy requires a public-private 
partnership, and a lot can be done in the private sector. 

Mr. Christensen. I agree. I want to make sure that we try to 
keep as much as possible in the private sector. I have just seen the 
efficiency of the Federal bureaucracy and it is not something that 
I want to trust to further studies and testing, giving the govern- 
ment the opportunity to go unfettered with their discretion. I think 
it is something we have to be very careful of. 

I agree with what you say, but am very skeptical of the Federal 
Government. I appreciate your testimony. 

Chairman Thomas. I thank the gentleman. I am concerned as 
well. Dr. Osheroff — one of my big worries is that as we move into 
the regulatory area here, which government drives itself toward, 
we do not get into the situation as we have with some other activi- 
ties in which you have a competing State and Federal structure, 
and that instead of having a harmonious working relationship you 
are required to operate under two different standards with the dou- 
ble paper work. Our goal is to not create another torture weapon 
out of quality standards, but to provide a clear yardstick by which 
consumers can make that decision. 
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Ms. Braun I noticed in your testimony that you said, Medicare 
beneficiaries health coverage options need to be expanded, as has 
occurred for the under 65 population in the private sector. 

One of our goals in tMs Congress is to make sure that the 
seniors have a wide range of choice, and choice is the key that they 
get to choose. In these new managed-care programs, as is done in 
the private sector and with the government health programs, you 
oftentimes have a season or a period of choice in which you choose 
a plan. 

We discussed earlier about the difficulty of a 1-month, for 
example, election structure. Does AARP, or do you have any feeling 
about creating an annual enrollment period like we seem to have 
more and more now as a common practice in employment 
situations? 

Dr. Braun. I think AARP would be concerned about making that 
change at this time because I think the ability to disenroll does act 
as a help in the quality area. The other thing, since we are hoping 
that more and more Medicare people will move into managed care. 
If think the fact that they know that they can disenroll if it is not 
working out for them, I think will be a drawing card in helping 
them to try it out because older people, as you know, tend to feel 
insecure in changes. I think it is a help, also from that point of 
view. 

Chairman Thomas. Well, as the rest of the world continues the 
change in the health care delivery and the seniors talk to their 
children about their managed care programs, we are creating an 
atmosphere where it is a little more receptive. I was impressed 
with the 28 percent figure which I consider fairly low. A major de- 
cision for a number of folk is in a different world, although that 
different world promises through a total integrated preventive care 
structure some benefits that are not currently available. 

I normally do not do this with witnesses but, Ms. Braun, since 
you are here representing AARP, I would like to ask you a personal 
question. 

Dr. Braun. All right. 

Chairman Thomas. I have a partial answer to it but I do not 
know the reason. I was curious, coming from Florida, I know in 
California and in the northwest, and in Florida there are a number 
of managed care programs that are available. I understand you 
have not chosen to go that route. 

Dr. Braun. No, I am not. This morning I am testifying certainly 
as a consumer, a member of the AARP board of directors. I am also 
a physician and I think that I sort of act as the primary care 
physician in my own care and my husband’s care. 

Chairman Thomas. See, I did not have that information 
available to me. 

Dr. Braun. I am sorry. 

Chairman Thomas. That is a help in understanding the choices 
that you made. 

Dr. Braun. There is another reason though, Mr. Chairman, I 
think this will apply many other places, also. We in our county just 
got our first managed care about 3 months ago for Medicare. I am 
sure there are lots of areas in the country where — in fact I was 
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talking to some other AARP people from other areas like Idaho and 
so forth where there really is not very much managed care at all. 

Chairman Thomas. In the heartland of the country, that is one 
of the things we are going to grow. 

Obviously, then, you are qualified by far more than the age 
criteria to testify with AARP. I would ask you from your profes- 
sional viewpoint, are things going in the right direction? When you 
talk with other seniors, when you have your AARP meetings, are 
people talking about, “experimenting with the idea of managed 
care”? Are people giving us good stories about the successes that 
they have had more often than not? What is your personal observa- 
tion? 

Dr. Braun. I think many people are anxious. The fact that they 
do not need supplemental insurance, that they get more coverage 
and so forth is definitely a drawing card. 

I think more and more they are trying out managed care. As you 
know, in Florida, we have had concerns about managed care that 
it has not done very well, but I do think that people are moving. 
My understanding is that actually 1.5 percent of Medicare bene- 
ficiaries are moving every month into managed care. I really appre- 
ciate the fact, and AARP does, that this is a voluntary situation 
because it will gradually grow. 

Chairman T^IOMAS. It will remain voluntary, but obviously 
quality standards such as we are trying to begin to achieve here 
will be very helpful. 

Dr. Braun. Yes. 

Chairman Thomas. Final question. You heard the earlier panels 
talk about the desire for a relatively extensive checklist and I 
believe your testimony indicated to a certain extent as well. 

I am concerned about the desire to heap far more information on 
folks to make a decision than perhaps they want and that to a 
certain extent tends to be confusing rather than helpful. 

From your perspective, again, in terms of knowing people who 
are faced with this decision, would it be helpful to have a good 
housekeeping seal of approval for some structure in which they 
have trust, such as the Medicare structure approved programs, 
without necessarily having to go into the detail to allow people to 
have sufficient information to make a choice from a long checklist? 

Dr. Braun. I think probably it would be helpful — 

Chairman Thomas. The best answer is both, I know. 

Dr. Braun. Yes. But, I think it would be helpful to have, as it 
were, a seal of approval, but I think there are many Medicare 
beneficiaries who would appreciate having the kind of information 
that employers are looking for when they are looking at health 
plans and deciding what they are going to give their employees and 
so forth. I think there are a lot of people that would utilize that 
kind of information. It would be helpful. 

Chairman Thomas. One last question, in trying to create a 
pro^am where people choose an alternate route, and there may be 
savings, do you think it would be useful if the program was set up 
where people could share in the savings of their chosen route, and 
perhaps that savings could be passed on to the consumer if a choice 
is made available? Would that be an added incentive along with 
the enhanced benefits? 
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Dr. Braun. I think the enhanced benefits is more of a drawing 
card than anything else at the present time because there is a 
great deal that is not covered by Medicare and some people that 
fall into that lower group above poverty, but still not really wealthy 
cannot afford Medigap insurance. So, it is really valuable for them 
to move into something else. 

Chairman Thomas. Prescription drugs is one of the items very 
often available and that is a nice addition. 

Dr. Braun. Very true. Community-based care, that kind of thing, 
as those experiments go on, pilot projects go on and so forth, I 
think they will be great drawing cards where long-term care will 
also be covered. 

Chairman Thomas. The gentlewoman from Connecticut, did you 
have a question? 

Mrs. Johnson. In listening to the Chairman’s questions to you, 
Ms. Braun, and the panel, one of the things I am wrestling with 
in my own mind is, is it necessary to have different mechanisms 
to oversee the quality of managed care systems if seniors join those 
systems? Are they adequately protected by the same oversight 
mechanisms that are in place for everybody else in that managed 
care system? 

See what I mean? In other words, in your testimony, Ms. Braun, 
you look to preservation of the existing mechanisms to protect 
seniors from inadequate care and so on and so forth. It is my obser- 
vation that through the casework in my office, those mechanisms 
are working very well. I get many fewer complaints as an elected 
representative from people in managed care systems than I do from 
seniors in Medicare. 

I do not see any clear case as to why the Federal Government 
should layer on new oversight mechanisms onto managed care 
plans that are already out there serving people of every other age 
just because we allow seniors to join them. See what I mean? 

Dr. Braun. I do see what you mean, but I think there are 
concerns about something that would replace the PROs now if they 
were gone. There are certainly things that seniors do need to be 
protected — for instance, chronic illnesses and treatment of chronic 
illnesses and so forth, which are really not being given much atten- 
tion so far. I think there really are some areas. 

It may be that at some point the accreditation or some kind of 
ongoing monitoring being done generally will be applicable, also, 
but I do not think we are at that point yet. I think we need to 
continue with having PROs at least for the present. 

Mrs. Johnson. Consumer education, that kind of information is 
necessary, and the education that goes along with being able to 
understand the information, but I am concerned about a Federal 
initiative to put a specific new requirement on managed care plans 
unless there is a clear case to be made. I appreciate your talking 
about chronic disease. 

Do any of you have a comment on that whole issue? As we give 
seniors options, do we have to layer on new levels of regulation? 

Mr. Warden. 

Mr. Warden. I think the only suggestion I would have is I think 
that in addition to the chronic care issue, that it probably would 
be helpful to have HEDIS and the data research center develop 
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and include some report card mechanism to measure things that 
relate to health status of seniors. 

Second, I think health education should include not only how the 
system works but also some of the strategies that individuals can 
carry out in terms of improving their own health status. 

Dr. OSHEROFF. Despite the current nature of our current meas- 
urement and reporting system, we would agree with performance 
measures specifically related to the senior population and would 
support the development of those programs. 

I think one area where we see a lot of duplication is in external 
review arenas where we are visited by three different state 
agencies in California — HCFA, and NCQA, NURAC — and a whole 
parade of private companies coming in wanting to look at our qual- 
ity assurance activities, all using different standards. 

I know there have been some discussions at HCFA to try to gain 
some efficiencies by making those standards at least more consist- 
ent across-the-board and perhaps have one review or perhaps two 
as opposed to six or eight would be, I think, very beneficial. 

Mrs. Johnson. I would be very interested in a simple one-pager 
on all the people that review you. We have really squandered 
billions of dollars in America over the years doing this in the hos- 
pital sector. The hospital sector is smaller than the managed care 
group sector. We simply cannot repeat that mistake in the man- 
aged care sector. 

We may want some overlap or some checks and maybe the role 
of Medicare as a spot checker or whatever, or maybe looking at 
specific senior issues in that managed care plan. I do think this 
issue of overlap is an important one. 

Dr. Nelson, were you about to contribute? 

Dr. Nelson. Yes, ma’am. I was going to say, it would — it seems 
to me the appropriate Federal role is to help set parameters for us 
or empower us as clinicians and others to do the quality improve- 
ment work. For example, the Federal Government might help de- 
termine that these be patient oriented, that they be physician driv- 
en, that they be science based or something like that. 

Empower us to do the work that is being done. 

I also think there needs to be an issue of patient choice. What 
kind of choice does the senior want the make, not only in receiving 
the care, but what care they wish to receive and how? 

Mrs. Johnson. I did think, Ms. Braun, your comment that 
seniors need the security of knowing they can disenroll as opposed 
to open enrollment which has systemic merits in terms of manage- 
ment of the system and cost control and things like that, was an 
interesting point and does also apply to this issue of oversight and 
quality. 

It is some combination of these factors, that can enable us to 
provide good oversight and to focus on quality without encumbering 
the system. If there is one thing we have learned through the pri- 
vate sector, it is that quality of care can be improved and number 
of services covered can be expanded if we have a certain respect for 
the ability of the policies on the front line to manage and change 
themselves, and it has always been hard for government to be in- 
volved and not squelch invention and change. I am concerned about 
that. 
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Mr. Houghton, do you have any comments? 

Mr. Houghton. No, no questions. 

Mrs. Johnson. I thank the panel very much for your time this 
afternoon, your attention, and appreciate your contribution. 

Thank you. 

[Whereupon, at 2:10 p.m., the hearing was adjourned.] 
[Submissions for the record follow:] 
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TESTIMONY OF AMERICAN CHIROPRACTIC ASSOCUTION 

Thank you. Chairman Thomas, for this oppominity to testify before the subcommittee on the 
important issue of Medicare and private sector heahh care quality measurement, assurance and 
improvement. On behalf of the American Chiropractic Association’s (ACA) 23,000 members 
and the millions of patients they treat every year. 1 am delighted that the subcommittee has 
decided to address the important issue of quality assurance in our nation's health care system - 
especially as it relates to Medicare We are especially pleased that one of the central concerns 
of this hearing is the application of the research conducted by the Agency for Health Care Policy 
and Research (AHCPR) in the Medicare program. This is of particular interest to the ACA 
since the AHCPR recently published very significant and positive findings regarding the 
treatment of low>back pain through one of the chiropractic profession's primary treatment 
modalities -- spinal manipulation 

We are also pleased that the subcommittee wishes to discuss the effectiveness of current quality 
assurance mechanisms in the managed care portion of the Medicare program. We have great 
concerns about this issue, as it has been our experience that covered chiropractic benefits are 
routinely denied in the Medicare HMO setting. This has a decided effect on the quality of care 
provided through HMOs, as chiropractic services have been found to be highly cost effective 
with preferred outcomes. 

ACA Supports Quality Standards 

The ACA compliments you. Mr. Chainnan, for your laudable efforts through these hearings to 
highlight the importance of ensuring that the highest standards of qualify are observed both in 
the private sector health care system and in Medicare. The ACA wholeheartedly supports 
federal initiatives to bring common sense and rationality to a system that too often overlooks 
issues of quality, adherence to sciemiftcally-based standards and appropriate measures of 
treatment outcomes. 

In furtherance of ACA's commitment to empirically-based professional clinical standards, in 
1990 it endorsed a set of clinical practice standards known as the Mercy Center Guidelines - 
so named for the California location where they were developed. These guidelines specify 
recommended practices for the conditions that doctors of chiropractic (D C s) normally treat and 
were developed by a broad cross-section of the profession according to established consensus 
methods. We believe that our endorsement of the Mercy Center Guidelines demonstrates ACA’s 
commitment to quality assurance and appropriateness of care. 

To the best of our knowledge, ACA’s support for a set of practice guidelines has preceded 
similar action by other health care professions. ACA is proud of the leadership position it has 
taken in this area and we would encourage our colleagues in other health care professions to join 
us by adopting similar approaches to combat unnecessary variation in health practices and high 
health care costs. Given the fact that only about 15% of all medical interventions are supported 
by valid evidence,’ the health care professions bear an enormous responsibility for supporting, 
conducting and disseminating research on "what worics best" in the diagnosis and treatment of 
health care conditions. The ACA wants Congress, and this subconunittee especially, to 
understand that it fully supports efforts (o promote science-based standards of care, continuous 
quality improvement, accurate measures of health care outcomes and patient satisfaction surveys. 
We stand ready to work with you toward these goals. 

Patient Satisfaction 


ACA believes that patient satisfaction should be a major component of any system designed to 
measure health care quality and improvement. We encourage broader application of this aspect 
of quality assurance under federal health care programs and urge the committee to incorporate 
such proposals under any appropriate legislation it considers this year. 

Chiropractic patients tend to be highly satisfied with the care that they receive - a key reason 


Smith R., "Where is the Wisdom: The Poverty of Medical Evidence," British Medical 
Journal 303:798-799. 1991 . (Quoting David Eddy. MD, Professor of Health Policy and 
Management. Duke University.) 
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that as much as 15% of the population currently sees a chiropractor for health care services.* 
For example: 


* One study found chiropractic patients were three times more satisfied with their 
care than were patients of family f^ysicians.’ 

* A Gallup Survey found that 90% of chiropractic patients felt their treatment was 
effective while 80% had most of dteir expectations met.^ 

These findings on patient satisfaction compare extremely favorably with those of any other health 
care profession and help explain the immense pt^Hilarity of chiropractic care. 

Not only are patients highly pleased with the care they receive from their D.C. . but chiropractic 
care has been proven extremely cost effective. As the subcommittee is aware, a majority of the 
conditions chirt^raciors treat pertain to neuromusculoskeletal (NMS) problems up to 88% 
according to ACA*s 1994 Annual Membership Survey. In light of that fact. ACA is proud that 
research demonstrates high rates of cost effectiveness attributable to chiropractic care. Research 
indicates that D.C.s treat NMS conditions more cost effectively than do other providers. For 
example, a recent study found that for treatment of all NMS conditions treated by all types of 
providers, "chiropractic users tend to have substanimUy lower total health care costs. 
(emphasis added) These important findings ~ which have been corroborated by follow-up 
research^ — should come as no surprise, since chiropractors treat patients in a conservative 
drugless, non-surgical manner that helps them avoid the expensive hospital setting. 

The high levels of patient satisfaction with — and the cost effectiveness of — chiropractic care 
should not go unnoticed by federal policymakers. We encourage this subcommittee to adopt 
policies that will help D.C.s more fully integrate into both private and public health care 
systems. Unfortunately, the chiropractic profession still labors under institutionalized 
impediments to fiill participation in many segments of the health care system. We fear that such 
impediments are based more on bias and ignorance rather than on science and empirical 
evidence. We are hopeful that throt^fa forums like these, Mr. Chairman, we can begin to set 
in motion polices that will lead to more complete assimilation. 

The Importance of AHCPR Research 

Since one of the main focuses of this hearing is the application of AHCPR research to the 
Medicare program, ACA is compelled to comment on one of that agency's most recent and 
perhaps most iii^x>nani findings. We are extremely pleased that the high quality of chiropractic 
care was recently re-emphasized by an AHCPR sideline on the treatment of low-back pain in 
adults. According to the guideline released last December, a multi-disciplinary team of 
researchers has determined that spinal manipuiatioD is a reconunended and effective form of care 
for the pervasive. multi-^iWon dollar a year malady of low back pain. Since low back pain will 
afflict 8 out of every 10 Americans at some point in tbeir lives, we are hopeful that the 
guidelines will have significant implicalions for federal and private health policy. 


^ United States Govemmenl Printing Office, Alternative Medicine: Expanding Medical 
Horizons . A Report to the National Institutes of Health on Alternative Medical Systems 
and Practices in the I Initgd Stai«. NIH Pub. No. 94-066, December 1994, p. 121. 

^ Cherkin. D.C., MacComack, F.A.. "Pabenl Evaluations of Low-Back Pain Care," 
Western Journal cf Medicine, Vol.150, November 3, 1989. 

* Demographic Characteristics of Users of Chiropractic Services, The Gallup Organization, 
1991. 

^ Stano, M, et al. "Tbe Growii^ Role of Chiropractic in Health Care Delivery," Journal 
of American Health Policy, Vol.2,No.6, Novcmbcr/Decerober 1992. 

Stano. M, "Further Analysis of Health Care Costs for Chiropractic and Medical 
Patients," Journal of Manipulative and Physiological Therapeutics, Vol.17. No. 7. 
September 1994. 
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The ACA is especially pleased with the AHCPR findings since dcx:tors of chiropractic are the 
leading expens in spinal manipulation, delivering almost 95% of all such services rendered in 
this country.^ This is an important fact to remember -- doctors of chiropractic are the 
predominant practitioners of spinal manipulative therapy. To suggest that other types of health 
providers are performing spinal manipulation to any meaningful degree is simply inaccurate. 
Such procedures have never been taught in medical schools and osteopathic colleges long-ago 
de-emphasized courses in manipulative techniques. When spinal manipulation is needed, doctors 
of chiropractic are the providers of choice. 

AHCPR Guidelines Warrant Changes in Federal Health Policy 

Despite the AHCPR’s conclusion that spinal manipulation is a preferred treatment for low back 
pain. Medicare and other federal programs continue to adhere to antiquated rules and regulations 
that erect barriers to this care. While Medicare provides coverage of manual manipulation of 
the spine performed by chiropractors, coverage is restricted through the requirement of a non- 
covered diagnostic x-ray While an x-ray is required under the statute, if performed or ordered 
by a D C., it is not covered, despite the fact that every state licenses D C s to perform x-rays 
Thus, if a beneftciary wants spinal manipulation from a D C., they are forced to pay for the 
required x-ray themselves or have it taken by some other provider that Medicare will reimburse 
for the service. This an obvious barrier to chiropractic spinal manipulation that has the effect 
of channeling beneficiaries from D C s to other, more expensive providers. 

In our view, this structural impediment to chiropractic care contradicts AHCPR's finding about 
the efficacy of spinal manipulation With D.C.s providing the overwhelming majority of these 
services, it makes little sense from a public policy perspective to discourage beneficiary access 
to these providers. We are working with subcommittee member Congressman Phil Crane and 
others to rectify these coverage restrictions and we hope that the subcommittee will sec fit to 
incorporate remedial language in the appropriate legislative vehicle this year. 

Unfortunately. Medicare is not the only federal health program that restricts access to 
chiropractors -- and thus to spinal manipulation. While over 85% of employer-provided health 
plans offer some coverage of chiropractic care, federal programs either limit or totally exclude 
these services. For example, not all health plans offered through the Federal Employees Health 
Benefits Plan system (FEHBP) provide this coverage. In fact, it has recently come to our 
attention that the FEHBP Blue Cross/Blue Shield plan available in the slate of Georgia 
specifically excludes spinal manipulation services. In addition, under the military's CHAMPUS 
program no chiropractic services are available despite the fact that D.C.s are eligible to serve 
as commissioned officers in the military. Veterans health facilities only allow coverage of 
chiropractic care on the referral of an M.D. - and there is little evidence to suggest that this 
ever occurs In addiuon. the National Health Service Corps refuses to permit D.C.s to 
participate in that program despite the fact that D.C.s are educated and licensed to perform a 
wide range of primary care diagnostic and treatment services regularly performed by other 
primary care providers And these are just a few of the most obvious examples. 

If the AHCPR guideline process is lo have any meaningful impact on the Nation’s health care 
system, federal health agencies ought to adhere lo the findings that it generates. Given the 
extent of low-back problems in society today and the multi-billion dollar cost of treating these 
conditions, federal health policy should encourage and facilitate the availability of chiropractic 
services in America's health delivery system. Unforainately . as it now stands, such coverage 
is either specifically excluded or discouraged. 

HMOs and AHCPR Guidelines 

We are disappointed to learn that federal programs are not alone in ignoring AHCPR guidelines. 
Recent data indicates that only about 40% of health maintenance organizations (HMOs) have 


Shekelle, PG.. ei al.. The Appropriateness of Spinal Manipulation for Low Back Pain: 
Project Overview and Literature Review . RAND Corporation. Santa Monica CA, 1991. 
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adopted any of the various guidelines developed by the AHCPR process.^ It is. therefore, of 
little surprise when one learns that 16% or fewer of HMOs offer chiropractic services.^ since 
spinal manipulation services, including related diagnostic services, are hardly ever provided by 
any health professional other than a D C. Given the great magnitude of evidence on the cost 
effectiveness of chiropractic care, it is unfatlKKnable that the HMO industry has not seen fit to 
adopt the AHCPR guidelines or to provide spinal manipulation to a much greater extent. 

HMOs claim to provide health care services more cost effectively than other delivery systems. 
Yet in light of the near total exclusion of chiropractors from the HMO industry, one wonders 
if factors other than cost effectiveness and enrollee well-being are behind the lock-out of these 
practitioners. ACA hopes that the exclusion of D.C.s from the HMO industry is not the result 
of the bias and ignorance of a bygorte era in our Nation's health care history. If such bias still 
exists, however, we Im^ that it can be overcoitte by scientific processes such as those that the 
AHCPR research represents. If HMOs and other managed care entities are truly interested in 
providing quality health care at affordable costs, then they should adhere to the AHCPR low- 
back pain guideline by increasing the availability of spinal manipulation services. Therefore, 
we would strongly urge Congress to carefully oversee and review the implementation of the 
AHCPR low-back pain guidelines in the managed care industry. 

Medicare HMOs 


Unfortunately for Medicare beneficiaries, the HMO industry's failure to provide chiropractic 
services also extends to HMOs with Medicare risk contracts. As stated above, the only 
chiropractic service cutrenily recognized as a covered physician service by Medicare is manual 
manipulation of the spine. Eventhough this is an extremely limited benefit, the fact remains that 
ii is a bona fide “physician service* under Medicare Pan B. and thus, all Medicare beneficiaries, 
including those enrolled in manned care organizations, are entitled to it. Yet. a great deal of 
evidence indicates that Medicare HMOs are systematically denying enrollees spinal manipulation 
by chiropractors. It is our (pinion that HMOs are obligated under the law to provide the same 
level of service (i.e., all Part B services, including manual manipulation of the spine by a 
chiropractor) regardless of whether the beneficiary is enrolled in an HMO or remains in 
Medicare fee-for-service. There is ample legislative history supporting this view. To wit; 

* “To qualify to receive payment in this way. a health maintenance organization would 
have to be one which provides; 


(2) all the services and benefits of both the hospital and medical insurance parts of 
the program; ...“ (emphasis adtted.)’^ 

“(T]he conferees expect that HMOs will make available, either directly or under 
arrangements, such services covered under Part A and B thal would otherwise be 
available to beneficiaries in an area in the absence of HMOs." (emphasis added.)"' 

“Each competitive medical plan must provide to its Medicare enrollees at least the health 
services Used under Paris A and B of Medicare which are available to individuals 
residing in the geographic area served by the plan.“ (emphasis added. )’^ 


* Bernstien, A., el al., 1994 HMO Performance Report . Group Health Association of 
America, p. 10. 

’ Marion Mcrrell Dow Managed Care Dkest/HMO Edition 1993 . p. 23. 

H R. Rep No. 29-231, 92 Cong. 2d Sess . repnnted in 1972 U.S Code Cong. & 
Admin. News 4989, 5078. 

“ Conf. Rep. No. 92-1605, reprinted in 1972 U.S. Code Cong. & Admin. News 5370, 
5385-86. 

’’ S. Rep. No. 97-494, 97ih Cong. 2d Sess.. reprinted in 1982 U.S. Code Cong. & Admin. 
News 781. 810-n. 
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In view of the fact that D.C.s are the primary deliverers of spinal manipulation services, that 
spinal manipulation by a chiropractor is a lawful Medicare Pan B physician service, and that 
HMOs are required to offer all Pan B services, it is an outrage that Medicare beneficiaries 
enrolled in managed care organizations continue to be denied this service. Regardless of 
whether HMOs are legally required to provide this service -- which we believe they are -• the 
new AHCPR low back pain guideline makes it is more clear than ever that.yrom both a public 
policy and health care quality point-of-vie^'. Medicare HMOs ought to be providing spinal 
manipulative services. With the subcommittee's interest in promoting quality health care 
services within these organizations, we feel that clear, congressional directive language is 
necessary to require Medicare HMOs lo comply with the law. and the AHCPR low-back pain 
guideline, by providing spinal manipulation services via chiropractors. 

Managed Care Coalition 

As managed care’s emphasis on containing costs has grown, the ACA and other health care 
organizations have become increasingly concerned about hindamental issues of consumer choice, 
access and quality. Health care consumers, including Medicare patients, deserve a certain level 
of protection against managed care’s shortcomings in these areas Public desire for these 
protections was quite evident during last year’s health reform debate when several bills contained 
important consumer protection provisions. 

Over the last several months. ACA has been working within a coalition of health providers and 
consumers to develop a legislative package designed to improve consumer choice and health care 
quality in managed care settings. The package seeks to build on the current managed care 
system in the following ways: 

* ensure an adequate choice and mix of types of health providers; 

* Improve the quality and availability of plan information for consumers; 

* create grievance procedures for consumers unhappy with a plan’s services; 

* establish 'due process' provisions for providers; and 

* establish quality assurance mechanisms. 

The package has a strong focus on health care quality Current and prospective health plan 
enrollees would be guaranteed access lo a whole new range of information on coverage 
provisions, benefits and exclusions, the amount of premiums set aside for administration and 
marketing of a plan versus the percentage spent on the provision of health care, the ratio of 
enrollees to providers, any financial arrangements or iiKentives that would limit services offered, 
em-oliee satisfaction statistics, and quality indicators for the plan and its providers. In addition, 
the proposal would require the Secretary of Health and Human Services to encourage health 
plans to adopt quality assurance and quality improvement mechanisms and to encourage further 
conducting of outcomes research. 

We feel that these specific elements of our coalition’s package •• by vastly improving consumers’ 
knowledge about their health plans — will result in continuous quality improvement in managed 
care. Empowering health care consumers with such information will help drive health plans to 
make decisions based on enrollee health care needs more so than on financial considerations. 
In our view, the protections and information disclosure requirements contained in our proposal 
should be extended to all managed care enrollees including Medicare beneficiaries. We hope 
that the subcommittee will give serious consideration to this package of consumer friendly 
provisions as part of any Medicare legislation considered this year. 
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TESTIMONY OF HON. JAMES V. HANSEN 
A REPRESENTATIVE IN CONGRESS FROM THE STATE OF UTAH 


Mr. CHAIRMAN, I ai^ieciate the opportunity to submit testimony on behalf 
of Heallhinsight, the medicare peer review organization (PRO) for Utah and 
Nevada. 


This organization has provided quality improvement services for Medicare and 
Medicaid since 1974. However, over the last five years, Healthlnsight has 
devoted significant energy to help HCFA understand that improving quality in 
health care is more than just finding the bad apples in the system. As a model 
in the PRO community, this organization has worked to find more effective and 
efficient uses of federal dollars in assuring health care quality is maintained and 
improved. 


One recent study, involving McKay Dee Hospital and physicians from my 
district, looked at radical prostatectomies in men age 7S and older. 
Healthlnsight hypothesized from available data arxl medical literature that this 
procedure is over utilized in men over age 74. So, rather than impose 
regulations or penalties, they brought urologists and other health 
professionals together as a team to discuss the diagnosis and treatment of 
prostate cancer. There are generally three management options given to a man 
who is diagnosed with localized prostate cancer: (1) radical prostatectomy - a 
major surgery, (2) radiation therapy, and (3) conservative observation 
management - watchful waiting. 


Currently, radical prostatectomy and radiation therapy are the most common 
forms of treatment. But we all know each presents the risk of loi^-term 
complications that some of us would view as diminishing our quality of life 
(incontinence and impotence). The watchful waiting approach is considered 
when an individual has a life expectancy of ten years or less. Because 
localized prostate cancer grows very slowly, older men are very likely to die of 
other causes before cancer has any effect on their health. And those who 
choose watchful waiting avoid the risks of possible side effects associated with 
other treatment. 


Information about these treatment options was sent to the medical community. 
The project team recommended that the underlying principal in managing 
disease must be informed patient choice. The team also recognized that radical 
prostatectomy or radiation therapy in patients 75 or older customarily should be 
unusual treatment options. Then, Utah surgeons and urology specialists were 
sent 1991-1992 prostatectomy rales for their own practices - the data showed 
them their proportion of radical prostatectomies in patients over 74 compared to 
other physicians in the state. They were also shown a county by county 
comparison for the state of Utah. 
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Since that project was completed, 1993 and 1994 data show a significant 
decrease in the number of radical prostatectomies performed on men over age 
74. These data show that if the rate of radical prostatectomies had continued to 
grow at the expected rate, consistent with the 91-92 numbers, approximately 
$9.4 million MORE would have been spent on this procedure in Utah alone 
during those two years. This example hints at the potential of community- 
wide improvement projects to protect health, improve the patients outcomes, 
and save valuable health care dollars. 


As we examine ways to save federal dollars, yet maintain a level standard of 
care, we need to take a look at the work of Healthinsight.' They provide 
significant benefits, not only to federal health programs, but to our communities 
at large. Through collaborations with state government, providers, consumers, 
insurers, researchers and others, Healthinsight works to ensure ongoing 
improvement in the quality and effectiveness of care delivered in Utah and 
Nevada. PRO’S aren’t just looking for the bad apples any longer— they are 
bringing the professionals together on multiple projects to improve everyone’s 
care. 


This approach to quality management helps local health care providers come 
together and share valuable knowledge. Such relationships create trust and 
stability within our system and allow for a better transfer of information. And 
that translates into better care for me and you. Personally, 1 would rather have 
my physician respond to community efforts to improve care than grudgingly 
treat me according to a mandate from the federal government. 


Mr. Chairman, Healthinsight is working within the PRO community to share 
their knowledge and promote more effective ways to meet their federal 
contractual obligations. As a fiscal conservative, I support federal contractors 
who honor their agreement and work to improve a system, rather than gouge it. 
As you review the PRO program, I urge you to consider the positive impacts 
Healthinsight has had in the community as well as the effective and efficent 
manner federal dollars have been utilized in assuring health care quality is 
maintained and improved. 


o 
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ISSUES REGARDING GRADUATE MEDICAL 
EDUCATION 


THURSDAY, MARCH 23, 1995 

House of Representatives, 

Committee on Ways and Means, 

Subcommittee on Health, 

Washington, D.C. 

The subcommittee met, pursuant to notice, at 10:05 a.m., in room 
1100, Longworth House Office Building, Hon. Bill Thomas (chair- 
man of the subcommittee) presiding. 

[The press release annoimcing the hearing follows:] 
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ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON HEALTH 

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3943 

March 14, 1995 
No. HL-6 

THOMAS ANNOUNCES HEARINGS ON ISSUES REGARDING GRADUATE 
MEDICAL EDLCATION - A VISION FOR THE FUTURE 


Congressman Bill Thomas (R-CA), Chairman. Subcommittee on Health of the 
Committee on Ways and Means, today announced that the subcommittee will conduct the first 
of a series of hearings on the topic of graduate medical education. The bearing will take 
place on Thursday, March 23, 1995, to the main Committeee hearing room, 

1100 Longworth House Office Building, beginning at 10:00 a.m. 

in view of the limited lime available to hear witnesses, oral testimony at this hearing 
will be heard from invited witnesses only. However, any individual or organization not 
scheduled for an oral appearance may submit a written statement for consideration by the 
Committee and for inclusion in the printed record of the hearing 

BACKGROUND : 

Since the inception of the Medicare program in 1965, Medicare has reimbursed teaching 
hospitals for the program's share of the cost of training physicians and other health professionals, 
and the generally higher costs of operating teniary-care academic health centers. With the advent 
of the Medicare Prospective Payment System in 1983. Medicare hospital payment for graduate 
medical training and certain teaching hospital service costs has been separated into direct and 
indirect reimbursement for medical education. 

Medicare pays for the allowable cost of direct graduate medical education activities at 
teaching hospitals, including reimbursement for (raining and related overhead costs, and salaries 
and fringe benefits for medical residents and other health professionals. Medicare is expected to 
reimburse teaching hospitals SI. 9 billion for the direct costs of graduate medical education in 
1995. 


The Medicare indirect medical education adjustment compensates teaching hospitals for 
the costs of the additional tests and procedures which occur in those hospitals related to the 
training of medical residents, as well as the fact that these hospitals lend to treat sicker, and 
generally poorer, elderly patients who require more intensive services. In order to cover these 
extra costs, leaching hospitals receive a higher payment per case than other institutions. This per 
case add-on is currently set at approximately 7.7 percent for each 10 percent increase in the ratio 
of full-time interns and residents to the number of beds in the hospital. In 1995, Medicare is 
projected to spend $3.6 billion on the indirect medical education adjustment. 

In announcing the hearing. Chairman Thomas said: "A revolution is underway in health 
care which has significant implications for the future health manpower needs of the nation as well 
as the destiny of our major teaching hospitals. As we consider significant Medicare and health 
reforms, the Health Subcommittee will examine carefully current graduate medical education and 
teaching hospital policy, and the effect Medicare policy improvements can have on the ultimate 
direction for both graduate medical education and academic health centers." 


FOCUS OF THE HEARING: 


This hearing is the first of a series on the topic of graduate medical education with the 
goal of developing a Medicare health professions education and leaching hospital payment policy 
relevant to the emerging health care system and the long-run medical and financial concerns of 
Medicare beneficiaries. The hearing will examine alterative policy directions regarding the 
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training of future health professionals, the medical manpower needs of the evolving health care 
system, and the financing of leaching hospitals. Current Medicare payment mechanisms for 
graduate medical education and leaching hospitals will be reviewed. 


DETAILS FOR SUBMISSION OF WRITTEN COMMENTS; 


Any person or organization wishing to submit a written statement for the printed record of 
the hearing should submit at least six (6) copies of their statement by the close of business, 
Monday, April 3, 1995, to Phillip D. Moseley, Chief of Staff, Committee on Ways and Means, 
U.S. House of Representatives, 1 102 Longworth House Office Building, Washington, D.C. 

20515. If those filing written statements wish to have their statements distributed to the press and 
interested public at the hearing, they may deliver 200 additional copies for this purpose to the 
Subcommittee on Health office, room 1136 Longworth House Office Building, at least one hour 
before the hearing begins. 

FORMATTING REQUIREMENTS : 


lack (tUtfiat prwtaM f* pttBOaf u Canaltut kf • MCmm. vrieM itUMm m •ttlbtl iBhmlliak tar tha prlsuk m«rt at uj 
MOm eeoBasu la raapoua ta a ravnaat tar vrlnaa cossaata But culom la ika fnldaUaw llatad balow. Ad; atatanaat or axblbli net la 
aoopUanea «l(h lhaae (aldaUaai Mil not be prlDtad, bat MS ba Bilataiaad ta tha CeBBUtue lUaa tar nfia* and nia b; (ha Cnamltua. 

1. All ataiMaaia ud u; acesapaanaf nbibiia tar pna&ar nut ba l;pad ta Bafla apaea ae lanl Uu pep*r aad aa; net auaad a 
total ef to pofM 

2. Caplaa at «bala dacoBaata laboltud aa aiblbit Bauitil Mil aat ba aeeapted tor prla(iB(. laaiaaA. eibibli Baiarta) tbauld ba 
ntarueed aad daatad ar pa’aphnaad. All aihlbJi saiarlal aat aaatlaf tbua ipadOeafleat MU ba Baloialnad ta iha ConmlOae Q)m tar mlf« 
and ua b; (ba CaBBlttea. 

S- A Mcaau appaarlac ai a pablte baartac, ar ntaftaar a fiaUBaat ter (ba rMort at a pabUt baatlnf, tr nbrnlMat wnoaa 
ctMBMa la iMpaaia ta a pabUibad refBaat far eoBBaati b; tha CamBltua, nut tnainda on hit atataaaBl ar labBlaalon a Utt at all tUiata. 
panont. ar arcaalaatleBa an Mioaa bahalf tha Maau appaara. 

i A aapiriaaiaBUl iheat Boat aeeoapaa; aaeb ataiaaaat tutlnp Ibi aaaa. taU addraaa. a lalaphnna aoBber wheie tba Maata ot iha 

daal|Batad rapraaaatadva aa; ba raaehad ud a topleal ootUaa ar naiaar; at tha caOBRiia ud raumaunaUaiu la (ha InU TUa 

aapplaBOBUi ahaat MU not ba lacloded In fta prutad raeord. 

Iba abaca ratMcdou aad llBltadant and; atl; ta auarlal balai nbailtied tar prtailDf . tutaBanu and axhlblla or nipplaBantai; aaiarlal 
aabnlttad lalal; far dUtnhaflaa to Iha HaBhara, tha preai ud tha public dailn{ tha caiuta at a pabUc heaitai aa; ba iBbnillUd In othar tenaa- 


Note: All Committee advisories and news releases arc now available over the Internet at 
GOPHER.HOUSE.GOV, under ’HOUSE COMMITTEE INFORMATION’. 




4 


Chairman Thomas. The subcommittee will come to order. 

We want to welcome you to the first of a series of hearings on 
graduate medical education. These hearings hopefully will lay a 
base for the development of new Medicare policies on reimburse- 
ment for graduate medical education and the payment for services 
in teaching hospitals. 

These new policies should be consistent with the medical and fi- 
nancial concerns of Medicare beneficiaries and the evolving health 
care marketplace. 

To meet these goals, we will be looking for new ideas and better 
ways of using our Medicare resources and, in some instances, re- 
peating ideas of 10 years ago that we did not listen to at that time. 

The question before us today is: How do we provide incentives for 
making the training of doctors and health care professionals more 
relevant to the needs of Medicare beneficiaries in the emerging 
health care marketplace, which is also consistent with our objec- 
tives for maintaining our superior hospital system and containing 
Medicare cost growth. These challenges will obviously be a critical 
part of our broader task to preserve and improve the Medicare pro- 
gram. 

There is a growing consensus that the Nation needs more pri- 
mary physicians and fewer specialists. We know that the mix of 
primary care practitioners and medical specialists in training is not 
consistent with perhaps even the current and clearly the future 
needs of our health care system. 

The key objective in reforming Medicare’s graduate medical edu- 
cation parent methods is to develop a policy which will encourage 
a better balance of generalists and specialists for our health care 
work force. 

Today, Medicare pays for its share of graduate medical teaching 
by training at teaching hospitals, usually for training in tertiary 
care academic health centers. Primary care training has generally 
not been the principal mission of these academic health centers, 
and these teaching hospitals may never be the best locations to 
carry on such training, since many experts believe that primary 
care training, to a great extent, is better accomplished outside the 
hospital in medical offices or clinics. 

At the same time, many of the services provided by our academic 
health centers depend on residents in specialty training. These 
training hospitals provide essential medical services for Medicare 
beneficiaries and other Americans which cannot always be easily 
replicated in other settings. 

In addition, these institutions are responsible for significant ad- 
vances for medical science and technology. 

In many locations, academic health centers not only serve as re- 
gional resources for highly specialized services, such as trauma and 
cancer centers, burn units, and neonatal intensive care units, but 
also provide much of the medical care needed by the people in sur- 
rounding inner-city communities. 

Many of the Nation’s major teaching hospitals have historically 
been located in inner cities because that was where they were 
originally located, and the city changed around them more because 
they were built in certain neighborhoods specifically to serve the 
urban poor, which means that academic health centers are often 
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the major employers in those areas and the principal consumers of 
neighborhood goods and services as well. 

Cfomplicating the graduate medical education issue even more is 
that the fact that as the health care market moves toward man- 
aged care, there is a financial squeeze on such teaching hospitals, 
because many of the services these hospitals offer can be more 
cheaply provided in nonteaching settings, and so managed care 
plans tend to shy away from sending their insureds to these insti- 
tutions. 

Our efforts to encourage Medicare beneficiaries to elect this 
private-sector option of managed care only intensifies pressures on 
teaching hospitals. So we are left with the dilemma of how to redi- 
rect training programs, while preserving the best of what academic 
health centers offer, in addition to solving the cost and choice is- 
sues which face the Medicare problem. 

I look forward to beginning our discussion of these issues today 
and especially on the ideas of individuals who have thought about 
this problem for a long time. 

And with that, I would yield to the ranking member, the gen- 
tleman from California, Mr. Stark. 

Mr. Stark. Mr. Chairman, thank you. 

This hearing is propitious. Every list of cuts in Medicare that 
have been floated by the Republicans suggests that Medicare sup- 
port for teaching hospitals should be slashed. We are about to slash 
billions and billions of dollars from children’s programs to pay for 
tax cuts for the rich. I suppose one of the good things is that these 
tax cuts for the rich will inure to many of the same physicians who 
will be out of work when we close the centers of excellence under 
the Republican plan to cut a couple of hundred billion out of Medi- 
care. 

Scheduling the hearing at this point allows us to express our 
support for teaching hospitals and opposition to rather mindless 
cuts in the Medicare program without understanding how it relates 
to the overall medical delivery system in our country. 

The issue of indirect medical education adjustment is not really 
about formulas or regression analyses or whether we should have 
4.5 or 7.7 percent. I might add that every 1 percent we cut takes 
a half a billion dollars a year out of these centers of excellence. But 
that is not the issue. 

I think the issue is, say, that a hospital is performing a mission 
in the inner city. It is no accident that two-thirds of our teaching 
hospital payments go to disproportionate share hospitals. These 
hospitals have the lowest margins of all hospitals. And I am not 
willing to attribute that to bad management or lack of entrepre- 
neurship or lack of interest in the profit motive. 

I am willing to attribute that to a mission that is humane and 
may not be understood by the majority, but it is a system that tries 
to help everybody without regard to their income. 

Along with the pressure that these institutions will feel with cuts 
in Medicare spending, these hospitals are also under pressure due 
to this push toward private health plans and contracting Medicaid 
and Medicare to the so-called profit sector. 

What health plan, what Humana, what Prudential, in its right 
mind, if they have one, would sign a contract with a hospital whose 
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costs are inflated because of the presence of large numbers of peo- 
ple who cannot and do not pay or who provide research in skills 
that the average hospital cannot? 

Why should these private hospital plans contribute to the cost of 
training the next generation of doctors when they can get away 
without paying their fair share? 

Our unwillingness to require private health plans to contribute 
to these costs, which teaching hospitals cannot avoid, may mean 
that the very children the Republicans are so worried about assum- 
ing the debt of future generations will wake up with no debt and 
no medical care either. 

This does not mean that the indirect medical education adjust- 
ment or the direct graduate medical education adjustment period 
by Medicare cannot be changed. It should be. And we Democrats 
on this committee proposed such a cut last year. 

The difference is, the cut was coupled with a program which as- 
sured every American health coverage, so that the debt and charity 
care in these safety net hospitals would have been a thing of the 
past. 

Our bill proposed to require private health plans to contribute to 
a pool of funds used to support graduate medical education. The 
bill reduced support for nonprimary care residencies and increased 
support for primary care residencies. 

Mr. Chairman, this approach is the right one to reducing Medi- 
care’s support for these hospitals, and is as valid today, even more 
valid in the absence of health reform, than it was in the previous 
Congress. 

So I conclude with a plea, Mr. Chairman, that the debate center 
around these issues and the role of teaching hospitals in our health 
care system and the appropriate way to assure that all benefits 
from them should be the central question and not ways to raise 
money to give tax cuts to the rich. 

Chairman Thomas. I thank the gentleman. 

Our first panel — and I would ask the panelists to come up — will 
be Dr. Shine, Dr. Heyssel, and Dr. Ludden. 

And to provide an additional introduction of Dr. Heyssel, who is 
former president of Johns Hopkins Medical Institutions, is a fellow 
who is somewhat familiar with that geography, the gentleman from 
Maryland, Mr. Cardin. 

Mr. Cardin. Thank you, Mr. Chairman. 

I just really wanted to welcome Dr. Heyssel to the Ways and 
Means Committee. I know he is not a stranger here in Washington. 

We were very blessed to have Dr. Heyssel in Baltimore heading 
up the Johns Hopkins University Hospital for many, many years, 
and his visionary leadership in our State really, I think, added to 
the reason why Maryland was able to develop such a successful 
hospital reimbursement system. 

He is a friend. He has helped me personally in developing my 
own views on health care, and it is a real pleasure to welcome him 
to the committee. 

Dr. Heyssel. Thank you. Congressman Cardin. 

Chairman Thomas. Thank you, doctors, very much. And I will 
tell you that your written testimony will be made a part of the 
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record, without objection, and you may proceed in any way you see 
fit to inform this panel. 

Let us start with Dr, Shine, and then we will move across. 

STATEMENT OF KENNETH SHINE, MJD., PRESIDENT, INSTI- 
TUTE OP MEDICINE OF THE NATIONAL ACADEMY OF 

SCIENCES, WASHINGTON, D.C. 

Dr. Shine. Thank you, Mr. Chairman. It is a pleasure to be with 
you. 

As I indicated in my written testimony, my experience or my 
comments are based on experience as a trainer of cardiologists, in- 
ternists, and serving as dean and provost of a medical school. 

I currently serve as president of the Institute of Medicine, but it 
should be clear that my comments today are personal comments, 
although the Institute has studied a number of these issues and 
concurs, for example, with the observations you have made about 
the importance of generalism. 

I want to go directly to the principal proposal that I would like 
to make and to try to elucidate that in terms of the issues you 
raise. 

I believe we should immediately place a freeze, an absolute 
freeze, on the total number of graduate medical education positions 
funded in the United States and certainly the number of those po- 
sitions funded through Medicare, and hopefully, in fact, all posi- 
tions. I want to try to convince you that that is a sensible thing 
to do. 

As you have pointed out, the fundamental problem is both the 
question of having an adequate number of generalists versus the 
question of the total number of physicians, particularly subspecial- 
ists, in the country. 

I believe there is evidence that market forces are working on 
generalism in a very effective way. Salaries for generalists are ris- 
ing. As managed care increases its activities, they are, in fact, 
scooping up generalists to a significant degree. Salaries for sub- 
specialists are declining. And I believe there is very good reason to 
be optimistic. 

If you look at the data from medical students, you will find that 
over the last 3 years medical students who have indicated an inter- 
est in careers have gone from 14 percent of graduating students to 
23 percent indicating an interest in generalism, and I think these 
young people are smart. They know where the jobs are going to be. 
They know what the market is doing. And I think they will con- 
tinue to move into generalism. 

The dilemma, however, is that in the absence of any limits, we 
keep training more and more physicians, and that surplus involves 
lots of people who become subspecialists for a variety of reasons. 

Why will the market not work to control the total number of phy- 
sicians? 

It will not work for several reasons. First, because institutions, 
as you have heard and know, can use resident physicians to pro- 
vide care. At the present time, these trainees are a subsidized form 
of service, and it is to the advantage of institutions to add more 
residents under a variety of circumstances in order to get the work 
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done. And so medical students and others are told that there are 
good opportunities in these particular areas. 

Second, in the absence of any limits, the number of international 
medical graduates who come to this country has continued to esca- 
late. 

Now just to make this as clear as possible, between 1988 and 
1994, the number of residents in graduate medical education pro- 
grams increased from 84,000 to almost 104,000, 20,000 more each 
year. Each of those residents represents 35 to 40 years of profes- 
sional service. So in terms of the health care system, we add 4,000 
residents a year, which is what we have been doing; you basically 
are creating a cost center for 160,000 physician years. 

Now one of the questions would be: Well, if the price comes 
down, if subspecialists charge less or receive less, why will that not 
ultimately decrease the supply? 

Well, there are several reasons. One is that the pipeline is very 
long. It takes 7 to 10 years for people to prepare. 

But more important, practicing in the United States is very at- 
tractive to international medical graduates, and over the same time 
period, the number of international medical graduates has gone 
from about 7,200 to over 18,500; that is, 11,300 more international 
medical graduates have gone into residency programs over that 
same period of time. 

The effect, then, is that the forces are to increase the number of 
physicians. 

Let me just conclude by arguing that if you have a cap, if you 
have a freeze, that it does several things for you. 

First, it reduces the rate of rise of costs, because it is harder to 
add more people. At the present time, if an institution has an ac- 
credited program, it can add more residents. 

Second, it has the effect that if one is going to have more gener- 
alist positions in your program in a particular institution and you 
are frozen, you have got to diminish the number of subspecialty 
slots. 

Third, we all believe that people need to have more training at 
sites outside of the hospital, and we want to see the rules change 
so that individuals can take care of senior citizens in the commu- 
nity and so forth. 

night now, if you change the rules, that is dangerous, because 
there will be the tendency to increase the number of residency slots 
to provide high-tech care. In the presence of a freeze, if you had 
a fixed number of people, you can use them in a variety of commu- 
nity slots. They can do preventive care; they can work on Medicaid 
and managed care programs and so forth without running the risk 
that you will continue to escalate the number of individuals. 

Let me just conclude by saying that I am concerned about the 
issue of payment to these institutions. As you made reference in 
your statement, as more and more Medicaid and managed care oc- 
curs, there is going to be less and less support for this activity. 
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And I do believe that if managed care organizations and other 
payers were required to make some contribution to medical edu- 
cation on a percentage basis, that that would have the effect of pro- 
viding support and a level playingfleld, so that one managed care 
organization was not giving an advantage to another by virtue of 
paying for some education. And I think we ought to consider that. 

Thank you, Mr. Chairman. 

[The prepared statement follows:] 
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TESTIMONY OF KENNETH SHINE, M.D. 

NATIONAL ACADEMY OF SCIENCES 

Mr. Chairman, Ladies, and Gentlemen: 

My name is Kenneth Shine, M.D. I currently serve as President of the Institute of 
Medicine (Institute) of the National Academy of Sciences. As Chief of the Cardiology 
Division at the UCLA School of Medicine, I was Program Director for a subspecialty 
training program in cardiolo^. As Chairman of the Department of Medicine at UCLA, 

I was the Program Director for training in ail aspects of internal medicine, including 
general internal medicine. As Dean and Provost at UCLA, I was responsible for training 
programs in all of the medical and surgical specialties. 1 helped to develop an 
outstanding program in family medicine residency at UCLA. For many years, that 
program was one of the few that was physically based at the core facility of a major 
tertiary care academic medical center. As Clinical Professor of Medicine at Georgetown 
University School of Medicine, I continue to teach and see patients with interns, 
residents, and fellows. Although the Institute and many organizations with which I have 
belonged have issued a variety of statements with regard to graduate medical education, 
my comments this morning are my own, and I do not represent any organization or the 
Institute in making these remarks. 

In many ways, the system of graduate medical education in the United States is 
the envy of the world. This is reflected, among other things, in the large and rapidly 
growing number of international, i.e., foreign, medical graduates who seek, their training 
in American teaching hospitals. The funding of this program has depended critically on 
medical education payments through the Medicare program. Such payments have been 
critically important to our society in many ways. They have provided salary support to 
young medical graduates, many of whom now leave medical school with debts of 
$100,000 or more--debls that have the pernicious effect of encouraging graduates to seek 
careers in highly compensated and technologically driven aspects of medical care, often at 
the expense of the country’s needs for generalist physicians. The payments allow 
economically disadvantaged and underrepresented individuals to obtain graduate medical 
training. Payments through the Medicare program have allowed hospitals to provide 
outstanding care to Medicare recipients, to poor and underserved populations, and to the 
very sick patients with complex illnesses who require all of the technological and 
personpower skills of these institutions. 

But the reimbursement system has had a series of unintended consequences. It is 
these consequences that I wish to address. 1 shall make the following recommendations. 

1) The number of graduate medical education positions funded through DME and 
IME money should be frozen at current levels. If possible, the total number of 
graduate medical education po.sitions irregardless of funding sources should be 
frozen at the same time. 

2) Institutions should be in a position to assign residents to activities in the outpatient 
or ambulatory environment at local and at distant sites, including community 
health centers, community-based centers for care of the elderly, managed care 
organizations, urban and rural locations. 

3) Within the reimbur.semenl formulas, some disincentives for subspecialty training 
and increasing incentives for generalist or primary care training should be 
included. 

4) Assignments of residents should be based on the need for experiences which offer 
an adequate balance between generalist and subspecialty care, preventive as well 
as curative care services, and as part of multidisciplinary groups of health 
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providers, including advanced practice nurses, physician assistants, and community 
health workers. 

5) Hospitals should be encouraged to develop alternate providers, advanced practice 
nurses, physician assistants, and health workers to provide service in urban 
municipal hospitals, rather than depend on GME to provide services. 

There is increasing evidence that we are educating and training far too many 
physicians for our country’s needs. Professor Weiner at Johns Hopkins has estimated 
that we will have an excess of 163,000 physicians in the period between the year 2000 
and the year 2020, the vast majority of whom will be subspeciaiists (151,000). Evidence 
for the surplus of physicians is already apparent in the number of subspecialists who are 
currently being laid off by managed care organizations or who are being told that they 
must be retrained as primary care providers. In some cases, no such retraining is 
offered, but the effectiveness of training to turn a subspecialist into a primary care 
provider remains in doubt. As the efficiencies of managed care are felt, requirements for 
subspeciaiists are diminishing rapidly. In this sense, market forces are at work and, in 
many respects, these market forces are constructive. For example, the beginning salary 
for generalists is rising steeply as organizations bid for their services. In southern 
California, the starting salary for a general internist has risen by 35 percent to 40 percent. 
Similar kinds of changes have taken place around the country. 

Market forces do seem to be having a significant effect upon the choices of 
medical student.s as they think about the kinds of training and careers to which they 
aspire. This is reflected in the increase in the number of graduating medical students 
who, according to the Association of American Medical Colleges, have indicated their 
interest generalist careers. From 14 percent of graduating students indicating a generalist 
interest three years ago, the number has increased to 23 percent and is likely to continue 
to rise as these students understand the job opportunities and income possibilities. 

However, market forces alone will not solve the problem of the increasing 
physician surplus, and the current organizational structure of the IME and DME 
programs have much to do with this problem. First, the current law provides that 
institution may add additional residents to accredited programs largely at their own 
initiative. Under these circumstances, the amount of both DME and GME monies, 
which they receive, is increased. The effect is that public monies are used to subsidize 
salary and support of residents, who then provide services to patients in these institutions. 
Given the health care needs in large urban centers, hospitals have been rapidly adding 
residents. In 1988-89, there were 84,273 total number of physicians in graduate medical 
education in the United States. By 1993-94, the number had risen to 104,159, an 
increase of 20,000 physicians with an average increase of 3.9 percent per year. Since the 
average physician practices for 35 years to 40 years, the effect of this is to add 140,000 to 
160,000 physician years of service to the nation’s health care system, which are costs to 
be borne by the overall health care system. Even though individual compensation 
salaries or reimbursements may decline in response to market forces, the addition of a 
large number of individuals, who will be in surplus as a consequence of a cost 
reimbursement approach through the GME support, is illogical. Although the number of 
graduates of American medical schools has been relatively constant over the last decade, 
the number of foreign medical graduates in graduate medical education has increased 
from 7,227 in 1988 to 18,593 in 1994. This is an increase of approximately 11,300 
physicians, accounting for approximately half of the increase in total graduate medical 
education positions. Which leads to the second important point. Although market forces 
will decrease reimbursement, so long as there are unlimited numbers of positions 
available, international medical graduates still will find opportunities and incomes in the 
United States attractive enough so that they will continue to fill this rising number of 
positions. 

While increasing the supply of physicians has produced some marginal 
redistribution of physicians to smaller communities, in fact, the need for physicians in 
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rural communities and underserved urban communities remains very high and is not 
likely to be solved solely by flooding the market with physicians. Other strategies, 
including professional, technological, and management innovations will be required to 
meet these needs. 

There have been many proposals by organizations to limit the number of positions 
under graduate medical education. The most common proposal is that they be limited to 
no percent of the number of graduates of American medical schools. Such a rule 
requires significant downsizing in the number of residents at the present time. I strongly 
urge the Congress to change legislation so that, at the very least, the total number of 
positions supported using Medicare monies be frozen at the current level. The effect of 
a freeze would stop this increase of almost four percent per year in the number of 
physicians added to the workforce, if an institution wished to add a resident without the 
use of GME funds, they could have that opportunity, although I believe an absolute 
freeze makes even more sense. Under a freeze, an institution could shift residency 
positions from program to program, and residents could be assigned to multiple 
non-hospital sites without increases in the total number of residents. 

This leads me to the second major flaw in the current system. The formulas for 
reimbursement in graduate medical education lie predominantly on calculations and 
services related lo inpatient beds. This has two effects. First, it causes institutions to 
keep a disproportionate number of positions in subspecialty areas employing technology 
on an inpatient basis. Secondly, it means that the educational experience is often 
disconnected from the real needs of society and of the health care system. Medical 
education must move increasingly into ambulatory services not only at the hospital but 
into the community, urban and rural, for all segments of society. 

The managed care industry emphasizes that it may take them 18 months to 
prepare a physician, even those with generalist training, to practice appropriately in the 
managed care environment. We must use limited resources in health care to provide 
services for all elements of society, including the poor, the elderly, and the underserved, 
in non-hospital sites, with the extensive use of non-physician providers as part of a team 
that can emphasize preventive services, consult with young parents about illnesses before 
they make use of the much more expensive emergency room to receive needed care, and 
to emphasize preventive programs. Under current circumstances, institutions cannot 
construct educational programs for their residents based on either the long-term social or 
professional needs, but rather organize these programs in order to meet the requirements 
for reimbursement. Under circumstances of the freeze, institutions ought to be allowed 
to plan resident educational activities based upon educational requirements for physicians 
and the overall health care needs of the community in which they work. Under such 
circumstances, residents might spend substantial amounts of time in neighborhood health 
clinics rotating through managed care organizations and otherwise providing services that 
are the most cost-effective and useful way to improve health in the community. Under 
these circumstances, if an institution wished to increase the number of residency positions 
in the generalist or primary care specialties, it could do so but only by reducing the 
number of positions in the subspecialties. A freeze would then begin to ameliorate the 
potential long-term cost to society of producing too many physicians with public subsidy 
and would create a set of conditions in which the more appropriate assignment of 
residents, according to social and educational needs, would become rational for all 
concerned. Indeed, one could support the arguments previously made that the formula 
for reimbursement might be altered so that a higher premium i.s offered to institutions 
that substantially change the ratio of generalists to specialists. Those of us concerned 
about graduate medical education are also worried that residents have been added and 
assigned according to the work needs of the institution rather than to the education 
needs of a student. Under a freeze situation with some premium for generalist 
physicians in comparison lo subspecialty physicians and increasing flexibility for 
educational program directors to make assignments to a variety of training sites, this goal 
of emphasizing education versus service would, in fact, result in better service in the right 
places, according to the patients needs. 
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Let me conclude with two other observations. First, Medicare has been a critirally 
important source of support for graduate medical education. But all of society benefits 
from these education programs. The entire health care system, including managed care 
organizations, clearly require the workforce that is generated through these program and 
clearly benefit from their existence and from their quality. Creating some form of all- 
payor system, in which all insurers and managed care organizations, as well as Medicare 
and Medicaid provide a small percentage of their revenues toward education, would go 
far to both spreading the burden and acknowledging the responsibility of all public 
concerned parties. Moreover, it would deal with an important problem for academic 
health centers as more and more Medicare recipients are care for in managed care 
organizations. As this practice increases, direct medical education costs are no longer 
paid since these are included In the premium received by the managed care organization 
from Medicare. When the managed care organization negotiates with a leaching 
hospital, it is under no obligation nor does it ordinarily include in its rates any 
consideration of the training capacity. Prudent policy would, at the very least, require 
such organizations to include such support in proportion to their Medicare enrollees, and, 
as I suggested, from a public policy point of view, I believe the burden should be shared 
in relation to all health care coverage. 

I want to emphasize the fragile nature of our academic health centers at the 
present lime. These centers are truly gems nationally and inlernalionaily. They are the 
sources of the research that has fueled the biotechnology industry, the medical device 
industry, and many other productive elements of our society, contributing not only 
domestically but representing a large proportion of exports which contribute positively to 
the trade deficit. They are important employers and they are critically important to 
provide, on the one hand, the most highly specialist care for the most desperately ill in 
our society, and, on the other hand, a very large proportion, perhaps as much as 45 
percent or 50 percent of the care to poor and underserved. As the private sector 
organizes more and more health care into managed care where price is the 
overwhelmingly important factor in negotiating contracts with academic health centers, 
income streams to these centers for both professional and other services are under 
enormous pressure. Faculties in these centers organized practice plans beginning in the 
early 1970s, in which they accepted (he responsibility (hat a significnni amount of the 
money that they earned in billing patients would not go into salaries but would support 
education and research. The Association of American Medical Colleges has estimated 
that over $800 million per year in patient care revenues goes directly to the support of 
research, and another $1.6 billion or more goes for the cost of education, including 
medical student intern residency and fellowship education. I believe that this is a gross 
underestimate, and that the amount of cross-subsidy from patient care may be closer to 
twice this amount. Whatever the figure, the development of increasing price competition 
is rapidly reducing the amounts available to these academic health centers for research 
and education. They are downsizing. They are developing a whole variety of 
mechanisms to accommodate to the changing health care delivery scene. But f believe 
all of us should be acutely aware that they arc at considerable risk in this whole process 
for economic viability in general and, more specifically, for purpo.ses of this hearing, they 
are at enormous risk when it comes to maintaining important educational programs. I 
believe that the investment of Medicare monies in medical education is an excellent one 
for our society and, if rationalized both in terms of numbers and formulas by which the 
reimbursement is provided, is critically important to academic health centers, Their 
educational mission, and their capacity to provide care in their communities. In the 
current deficit reduction mode, I would remind you that these educational costs for 
Medicare represent less than a one percent investment of our trillion dollar health care 
enterprise. There are many opportunities for improving this system, but I urge the 
committee to carefully consider the potential long-term benefits to our society of 
obtaining more value for these funds rather than simply reducing the amounts of money 
available. 

Thank you for allowing me to make this presentation. 
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Chairman Thomas. Thank you very much, Dr. Shine. 

Dr. Ludden. 

STATEMENT OF JOHN M. LUDDEN, M.D., SENIOR VICE PRESI- 
DENT FOR MEDICAL AFFAIRS, HARVARD COMMUNITY 

HEALTH PLAN, BOSTON, MASS. 

Dr. Ludden. Thank you, Mr. Chairman. 

I am John Ludden. I am senior vice president for medical affairs 
at the Harvard Community Health Plan (HCMP) where I have 
practiced psychiatry for more than 20 years. 

HCHP, as you may know, is now a partner in what is the largest 
and oldest HMO in New England, a nonprofit HMO. We have just 
about 1 million members, and we have 16,000 physicians. And per- 
haps most interesting to this committee is our long-term relation- 
ship with some of the Nation’s preeminent teaching hospitals at 
Harvard and related to Dartmouth as well as to Brown. 

I would like to concentrate on about three different areas. 

One, I would like to review again some of the background of the 
current professional education and graduate medical education 
from the HMO perspective, to talk a little bit about the HCHP ex- 
perience as a model of a teaching HMO and to add to some of the 
recommendations which you have already heard for future action. 

In my view, education is a classic example of a public good and 
not a marketplace commodity. GME, as you have stated, is nec- 
essary, so that our society can educate physicians for the future to 
take care of our children and grandchildren. But this marketplace 
is changing and has changed radically, and it calls for changes both 
in how we finance GME and what that GME does. 

And furthermore, to add to that difficulty, I would just like to 
comment that changes in GME also require changes in under- 
graduate medical education which are more significant and, believe 
it or not, even more difficult to finance. 

Well, as you have already heard, GME comes to us primarily 
through cross-subsidies from service dollars that are received by 
teaching institutions and physicians, and Medicare has been the 
main focus for that at the Feaeral level. 

As we compete in a marketplace of HMOs in a region like New 
England — and I think this is true in other HMOs — we are increas- 
ingly having difficulty doing what we, as HCHP, already do on a 
voluntary basis, to support and finance GME. 

We do not experience difficulty from our major teaching hospitals 
in their providing to us cost-effective and high-quality care, some- 
times at underlying costs that are lower than those of some of the 
larger community hospitals; that is, until you add in the require- 
ments that they face for medical education. 

As you have already heard, the changes in the health care mar- 
ketplace also call for changes in the supply and the skills of profes- 
sionals. 

Obviously you have already heard about the importance of re- 
cruiting and finding and training more generalists. What you may 
not have focused on yet is that physicians in the new world of 
health care require an expanded set of skills. 

HCHP and other HMOs have found recent graduates of GME 
programs incompletely prepared for primary care practice. Because 
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of that, the medical leaders at HCHP and Group Health Associa- 
tion of America have focused on a new set of competencies and 
skills which are required, skills in cost-effective deliveiy, skills in 
interpersonal care, and especially in teamwork and obviously in 
providing effective care and in manamng care and referrals. These 
are primarily skills that can be found in ambulatory settings. And 
we need to shift our attention away from the hospitals to such am- 
bulatory settings. 

Let me just comment very briefly on the fact that HCHP is a 
model of a teaching HMO. We have put money into teaching, re- 
search and community service from the very beginning of our 25- 
year history, including a teaching center and the first ever Depart- 
ment, cosponsored with Harvard Medical School, of Ambulatory 
Care and Prevention, which we cofund with them. 

We have developed new programs in primaiy care education with 
the Brigham and Women’s Hospital, sponsored primary care 
residencies at other Harvard-affiliated hospitals, and have spon- 
sored a psychiatry residency program with HMS. 

We are looking to do this further, and we have presently been 
required really by marketplace pressure to reduce our contribu- 
tions, so that this year we will still be spending $2.5 million di- 
rectly on programs for mostly graduate, but some undergraduate, 
medical education. 

Let me try to skip to just four things in conclusion. 

First, you have already heard of the importance of allocating fi- 
nancing appropriately to the sites of training, so that it can be fo- 
cused on the new marketplace. 

Second, HMOs and other organizations should be able to receive 
direct credit or reimbursement for their ongoing expenditures di- 
rectly in support of medical education, including GME. 

Third, you have heard about the increase necessary in primary 
care. I believe that financing should also be included for 
nonphysician primary care education. 

And fourth, such GME financing should be broad-based and sep- 
arate from service delivery costs, so that in this competitive mar- 
ketplace we can assure that education costs are quantified, justi- 
fied, and directed appropriately. 

I would be glad to work further with you and answer any ques- 
tions later on. Thank you. 

[The prepared statement follows;] 
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TESTIMONY OF JOHN M. LUDDEN, M.D. 

harvard community health plan 


Introduction 

Mr. Chairman and members of the Committee, I am John Ludden, MD, Senior Vice 
President for Medical Affairs of the Han ard Community Health Plan (HCHP). HCHP is a 
partner in the oldest and largest health maintenance organization (HMO) in New England. Our 
recent merger with Pilgrim Health Care creates a healthcare organization providing care and 
coverage to nearly one million members through 16.000 physicians and 1 10 hospitals in 
Massachusetts, Rhode Island. New Hampshire, Maine, and Vermont. These include some of the 
nation's preeminent teaching hospitals, including Brigham and Women's (Harvard), Mar> 
Hitchcock (Dartmouth) and Rhode Island Hospital (Brown). 

] am pleased to have the opportunity to testify today, and would like to: 

o review background on current issues in health professions education from the 
HMD perspective; 

0 describe the HCHP experience as one model for a "teaching HMO;" and 

o p^o^'idc recommendations for future action- 


issues 


Education is a classic example of a “public good". Graduate medical education is 
necessary ifour society is be assured that future generations of physicians will be available and 
skilled at providing care for us. our children, and our children’s children. 

But, as this committee knows, that education now- lakes place in a rapidly changing 
health care marketplace. That marketplace calls for changes in our current graduate medical 
education financing models, the supply and skills of physicians and other practitioners that we 
educate, and our educational approaches. 

Financing : Graduate medical education has traditionally been financed partly through 
cross-subsidies from service dollars received by teaching institutions and physicians. Medicare 
has been the principal federal source of such financing for graduate medical education, with 
funds flow ing to and through teaching hospitals in the form of indirect medical education (TME) 
and direct medical education (DMH) payments. 

This committee is well aware that increased competition and the rapid evolution of 
managed care arc a significant, ntarket-based success story' in heahh care. HMDs like the HCHP 
are proud of our role in that change. But we must also recognize that our success in developing 
market-based competition for financing and deliv'ering health care services has some 
consequences that have to be addressed. And one of them is that our current service-based 
mechanism for financing graduate medical education cannot survive. It is increasingly difficult 
for teaching institutions and physicians to pass along the extra costs of education to payors as 
pan of their service delivery. And HMOs that presently try, on a voluntary basis, to support and 
finance GME face the same problem — a competitive market that limits premium increases which 
are the source of financing. 

Professional supply and skills needed : The changes in the health care marketplace also 
call for changes in the supply and skills of health professionals. 

First, I would reinforce what you have undoubtedly heard from others. We need more 
generalist physicians - and non physician practitioners — who care for patients on a long-term 
basis with a focus on prevention and health promotion. 
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Second, we need physicians with an expanded set of skills. HCHP and other HMOs 
have found recent graduates incompletely prepared for primary care practice. Because of this, 
medical leaders who are part of the Group Health Association of America (GHAA) have defined 
a set of core competencies for primary care physicians. Among the skills needed are: 

0 Skills in the cost-effective delivery of quality health care; 

o Interpersonal and teamwork skills; 

o The ability to provide effective care to divert populations; 

o Skills in managing care and making appropriate referrals; 

Educational models and sites : Finally, the graduate medical education Financing and 
delivery system must adapt to this new envirorunent and produce the physicians with the skills 
necessary. The significant shift in services from inpatient to ambulatory settings leaves residents 
trained in hospitals ill-equipped to function as ambulatory care practitioners. Educational models 
must adapt — with more education provided in ambulatory settings such as those available 
through HMOs — and the financing models must adapt to make payments available to those sites 
of training. 

HCHP's Commitment to CME 

Since its founding in 1969, Harvard Community Health Plan has been committed to 
teaching and research: the HCHP corporate mission statement notes: "Our strong service 
program also supports leaching, research and community service." 

HCHP has been a national leader in defining the role of HMOs in graduate medical 
education. HCHP continues its commitment to these areas through its financial support for 
programs designed to develop innovative methods of delivering quality care, and to training 
future physicians. Let me provide some examples; our growing participation In medical 
education led to the creation of the HCHP Teaching Center and our co-sponsorship, with 
Harvard Medical School, of the Department of Ambulatory Care and Prevention (DACP), the 
first medical school department in the country to be established and sited in an HMO. Its 
mission; the development of educational and research programs for preventive medicine and for 
the practice of medicine in the ambulatory setting. 

• HCHP and the Brigham and Women's Hospital have jointly developed a new 
model of primary care training for the practice of adult primary care internal 
medicine. The program is specifically designed to allow each resident to achieve 
the broad competencies required for successful and satisfying primary care 
practice. 

• For 20 years, HCHP has also sponsored primary care residency programs with 
the Cambridge and Mt. Auburn Hospitals, and in collaboration with four other 
Harvard institutions, sponsors a psychiatry residency program, which is now the 
largest in the United States. 

• HCHP has been exploring the possibility of establishing a more comprehensive 
training program for primary care pediatricians interested in HMO experience, in 
conjunction with Children's Hospital and Boston City Hospital. 

• The HCHP Foundation also funds several fellowship programs, including a 
menial health fellowship, which focuses on applications of brief psychotherapy In 
the HMO environment, and the Thomas O. Pyle Fellowship, which focuses on the 
appropriateness and effectiveness of medical care. 

These activities have been supported through the HCHP Foundation, funded from 
premium revenues. It was originally intended that the HCHP Foundation would receive 1 1 /2 
percent of premium income, with about one-third of this percentage devoted to the development 
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of leaching programs. However, as 1 noted earlier, the market limits the ability to invite such 
financing, and HCHP provides such examples. 

Over time the demands of the marketplace have reduced the percentage contribution to 
the HCHP Foundation so that it is well below one percent, with a consequent decrease in the 
percentage set aside for teaching. In recent years, the HCHP Foundation has received a 
budgeted dollar amount, adequate to maintain ongoing programs, but no longer on a percentage 
basis. In 1995, HCHP's Foundation expects to spend over $2.5 million on support for defined 
programs in medical education. These programs include graduate medical education but also 
include a growing commitment to undergraduate training and to innovative programs focused on 
the doctor/paiienl relationship, nursing education, and, for example, the pregnant teen violence 
prevention program. 

But. as savings in health care costs become more and more a part of the competitive 
marketplace, these contributions are questioned. As the market continues to force HCHP and 
other managed care organizations to become even more cost competitive, the impact on 
programs for leaching and research will be dramatic. 

Conclusions/recommendations 

We seek a highly skilled workforce of health professionals for the future. If we are to 
produce that workforce, changes must be made in our graduate medical education programs. 

Allocation of financing/sIte of training : GME financing should not always be directed 
through hospitals. Financing should follow the resident and support clinical education and 
training in hospital and non-hospital sites, especially including ambulatory care sites. HMOs and 
other organizations should receive direct credit or reimbursement for ongoing expenditures that 
directly support medical education, especially including GME. 

The proportion of training slots for primary care should be increased : To improve the 
imbalance between specialists and primary care providers, an adequate number of residency slots 
must be in printary care. 

Financing should be designated for non-phvsician primary care : The HMO community 
recognizes the importance of non-physician practitioners in the provision of primary care, and 
believes that some GME funds should be designated to finance the education and training of such 
practitioners, 

Long-term, financing should be broad-based : Financing for graduate medical education 
must ultimately be broad-based, and separated from the service delivery costs. Such a separate 
financing system is required by the increasingly competitive marketplace, and necessary to 
assure that education costs are quantified and justified. 

Mr. Chairman, 1 would be pleased to work with the committee and its staff as you 
develop proposals for changes in financing health professions education, and to answer any 
questions that you may have at this time. 
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Chairman Thomas. Thank you very much, Dr. Ludden. 

Dr. Heyssel. 

STATEMENT OF ROBERT M. HEYSSEL, M.D., SEAFORD, DEL., 
FORMER PRESroENT, JOHNS HOPKINS HEALTH SYSTEM 

Dr. Heyssel. Mr. Chairman, Congressmen, ladies and gentle- 
men, I am Robert Heyssel. I was for 20 years president and CEO 
of the Johns Hopkins Health System. 

Cheurman Thomas. Doctor, I would tell you that the microphones 
are very unidirectional, so you need to get right in front of it. 

Dr. Heyssel. OK, thank you. 

In Baltimore, Md. I thank you for the opportunity to give my 
view on graduate medical education. 

In the mideighties, I chaired a task force funded by the Common- 
wealth Fund of New York, looking into and examining the health 
and the future of the academic health centers. Then as now, our 
concern was the maintenance of the mission of education, both un- 
dergraduate and graduate, and patient care and discovery in those 
institutions, which I believe are the best in the world and really 
the basis for our excellent medical care in this country. 

A prominent part of that report, which was called “A Prescription 
for Change,” dealt with issues surrounding graduate medical edu- 
cation. In preparation for this testimony, I looked at that again, 
and there is very little that I would change, either in terms of the 
findings or the recommendations with regard to graduate medical 
education. 

That was published in 1985, and not much has happened since 
then. 

There were a number of issues identified then which are with us 
now. The first issue is cost and how those costs are paid. 

Most of the direct and indirect payments for resident education 
is from hospitals themselves, which in turn add those costs to inpa- 
tient bills. Medicare, and where they can, private payers as well. 
That source of payment is in jeopardy from both government pay- 
ers and private insurers, as all payers seek lower cost hospitaliza- 
tions and alternatives to hospital care. This is particularly true of 
managed care organizations in this country. 

Second is the issue of size and specialty distribution in graduate 
medical education. As managed care becomes a dominant means of 
financing and controlling the costs of medical care, we are probably 
producing more physicians than the country will need, fewer gener- 
alists, and more specialists and subspecialists of certain kinds than 
we need. 

Third is the issue of the control of graduate medical education. 
As amply documented in the 1985 report, which incidentally I have 
asked the staff to make available those portions of the report relat- 
ed to graduate medical education, the control of funding of grad- 
uate medical education is separate from the control of the length 
of the training programs, the content of those training programs, 
and requirements for accreditation of programs, all of which are set 
by RRCs and the Accreditation Council on Graduate Medical Edu- 
cation. 
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This, in effect, controls the costs, the ultimate costs. And they 
have no responsibility for the costs or getting the funding. That is 
left to the hospitals. 

The issue of sites of education and educational support is also en- 
twined in that. As more graduate medical education is conducted 
in outpatient settings, as is necessary if we are going to emphasize 
primary care, payment through hospitals as the primary source 
needs reexamination. In effect, I think we need to form some con- 
sortia between those organizations involved in outpatient care as 
well as the hospitals. 

Funding, then, should be broadened. All payers should contribute 
to a pool for GME. They, after all, also profit from GME. The train- 
ing of generalists, as noted earlier, is terribly important to man- 
aged care organizations as well. So there should be a pool from all 
premiums or other sources, as well as from Medicare and Medicaid. 

There should not be an attempt, in my judgment, to set numbers 
of trainees bv specialty, specified sites where training is conducted, 
or the mix of specialties in those sites. I think consortia, as I noted, 
should be encouraged. I think the marketplace is beginning to have 
a real effect on career choices of physicians, as was noted earlier, 
and will in the future. 

Support should be assured for 3 years of graduate medical edu- 
cation, essentially the length of time for accreditation in primary 
care specialties. Certain programs, such as general surgery, may 
require longer than that and should be supported to first accredita- 
tion. And I think really support to first accreditation should be the 
general rule. 

For specialties or subspecialties requiring longer, I would suggest 
that support would have to be found either from the individuals 
themselves, which was true in the past, professional fees of spon- 
soring training programs, private scholarships, or other sources. 

And then finally support should be limited to the number of 
graduates in any given year from accredited medical schools in the 
United States. 

There are many details behind my comments, but I will be glad 
to answer any questions. Thank you. 

Chairman Thomas. I want to thank all of you for your succinct 
statements, and obviously there are going to be a series of ques- 
tions from us. And we will start with the gentlewoman from Con- 
necticut. 

Mrs. Johnson of Connecticut. I think your recommendation 
that we should limit the number trained is a very interesting one. 

Within that envelope, how has this issue of specialists versus 
generalists been working out? 

I read something recently that indicated that the majority of 
medical students now are looking for residencies in some kind of 
family care environment or are interested in that specialty. 

Is that true? In other words, is the problem of too many special- 
ists and not enough generalists being addressed in the real world 
out there? 

Dr. Shine. There are two answers to that. First in terms of the 
percentage, this year, for example, approximately half of graduat- 
ing medical students selected residencies in areas which we would 
call general areas. In fact, there will be attrition, because a certain 
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number of those, even though they started in internal medicine, 
will end up as subspecialists, and it is more likely that you will be 
looking at something in the range of 30 to 35 percent of those peo- 
ple ultimately remaining in a generalist or a primary care environ- 
ment. 

Mrs. Johnson of Connecticut. Is that higher than 5 years ago? 

Dr. Shine. Yes. And that is the reason that I made the point that 
I think the trends in terms of the distribution are in the right di- 
rection. 

The dilemma, from my perspective, is that the absolute number 
continues to rise so rapidly that even though you increase the pro- 
portion who become generalists, the absolute number of subspecial- 
ists just continues to skyrocket. 

Mrs. Johnson of Connecticut. Well, we looked at this issue in 
the last Congress. One of the suggestions was for the government 
to determine how many in each area should be trained. 

I am very uncomfortable with that, and I am interested in how 
rapidly you sense the market is redirecting our resources. 

I am far more comfortable with the limit on the total number. 
And I think that is interesting in the context of Dr. Heyssel’s com- 
ment that we should not reimburse for foreign medical education. 

Do we subsidize foreign medical students in our system to the 
same degree that we subsidize citizen education in our system? 

Dr. Shine. We do not subsidize at a Federal level the medical 
students. It is the fact that foreign medical graduates, inter- 
national medical graduates, who enter our teaching hospitals, in 
fact, get treated the same way as Americans. 

I would emphasize that I agree with you about micromanaging 
the work force. One of the reasons why I am enthusiastic about an 
absolute cap is it still leaves within the various organizations the 
flexibility to decide how they are going to do the distribution. It lets 
market forces work, but it stops the notion that we are going to 
have a lot of very good, talented young people who spend long peri- 
ods of time in training who are not going to have work. People 
whose training is being heavily subsidized, as your comments sug- 
gest, by the States, by the medical schools, by the universities and 
by the Federal Government. 

That is not a good investment of our resources if, in fact, they 
are going to be largely underused subspecialists. 

Dr. Heyssel. I would comment, I think in that regard that one 
of the reasons it is important to limit the length of time that you 
are going to support to first accreditation is that right now the pen- 
alty for spending 8, 9 years or going onto a subspecialty career in 
internal medicine is just not there. 

There is obviously a lost opportunity cost, but it is relatively 
small, and it is fairly easy to go on and get the training as a sub- 
specialist. 

Mrs. Johnson of Connecticut. We now subsidize medical edu- 
cation through Medicare. Should the subsidy situation be different 
for foreign students being trained in our system than for citizens 
being trained in our system? 

Dr. Shine. That is going to be hard to do. 
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Mrs. Johnson of Connecticut. What I am thinking of is, every 
State university charges out-of-State students more than they 
charge in-State students. 

Dr. Shine. I understand that. The dilemma is a certain number 
of those international medical graduates are Americans who went 
overseas and are coming back. And the question is again: Does the 
fact that they got their education overseas mean that they 
should 

Mrs. Johnson of Connecticut. Well, I am looking at really 
noncitizen/citizen 

Dr. Shine. And then there is a separate question of the 
noncitizen. And the dilemma there is that in many parts of the 
country, those people are, in fact, providing care during their train- 
ing which is considered very critical. 

And second, there are some extraordinarily talented people who 
come that way. 

Mrs. Johnson of Connecticut. But they are talented. It is also 
a way of exporting a phenomenal level of achievement in American 
medicine which is important. There ought to be concern among 
Americans to be willing to train foreign medical personnel. 

Dr. Shine. Right. 

Mrs. Johnson of Connecticut. But I do think we need to look 
to foreign governments for some of the kind of support that our 

f ovemment provides to the medical training setting for foreign stu- 
ents from countries that can afford it. I mean, it is one possible 
way of looking at this. I just thought I would get your thoughts on 
it. 

Then the last question I wanted to ask, because my time has ex- 
pired, this specific issue about having the right to move residents 
through outpatient and ambulatory environments: Are you prohib- 
ited by Federal law, by Federal regulation, by tradition of 
accreditors — what prevents you now from having residents rotate 
through those kinds of settings? 

Dr. Shine. The rules with regard to reimbursement are based 
primarily on ratios that are connected to beds and which limit the 
amount of time that the people can spend offsite. 

Mrs. Johnson of Connecticut. OK, thank you. That helps. 
Chairman Thomas. The gentlewoman’s time has expired. 

The gentleman from California, Mr. Stark. 

Mr. Stark. Thank you, Mr. Chairman. 

Dr. Ludden, in your testimony, you indicate that HMOs have a 
great success story, and I suspect that if you live in the Boston or 
Cambridge area or if you live in the East Bay of San Francisco 
area where you either have your institution or Kaiser Permanente, 
that is true. 

But if you live in Florida where you have IMC or Southern Cali- 
fornia where you have had Paracelsus, the HMO managed care 
community has some warts and marks that they might like to live 
down. If they were all as good as your institution, we would have 
a simpler problem. 

But you have been — and you are today complaining a little in 
your testimony about the fact, as I read it, that we pass money 
through in graduate medical education, and you somehow have to 
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pay this out of your pot, and because your competitors do not, you 
are at a disadvantage. 

Am I reading what you are sa 3 dng right? 

Dr. LtJDDEN. Yes. 

Mr. Stark. But I think you are wrong. You are a recipient of a 
block grant, and that is a term you are going to hear more of, un- 
fortunately. 

In the adjusted average per capita cost (AAPCC) you actually re- 
ceive funds the same as other institutions, because the way in 
which we reimburse you through Medicare, we lump in your share 
of the graduate medical education or indirect medical education, so 
you are really receiving it in your capitated payments. 

Now it may not be enough and you may wish it were more, but 
the fact is, that is how the system is designed. And I just suggest 
that we maybe ought to change that system for how we reimburse 
managed care under Medicare, but I do not think that it is fair to 
say that you are not getting the funds. 

And I am also concerned that HMOs have to avoid contracts with 
teaching hospitals, do they not? They cannot afford them. 

Dr. Ludden. Have to avoid them? 

Mr. Stark. Have to avoid them, sure, or price them so low that 
basically you will not be very attractive. 

Why would you ship out, if you were a Kaiser Permanente — I do 
not know enough about where you would ship — why would you con- 
tract with Stanford or UC-San Francisco? 

Dr. Ludden. We have — Harvard Community Health Plan has ex- 
tensive contracts — in fact, 30 percent roughly of the Brigham and 
Women’s Hospital is filled with Harvard Community Health Plan 
patients every day. 

Mr. Stark. You have a unique relationship there. But do you 
send any to Johns Hopkins? 

Dr. Heyssel. They should. 

Mr. Stark. Of course, they should. We know that, do we not. 
[Laughter.] 

Mr. Cardin has informed me of that. But my point is, it does 
seem to me that the stand-alone HMOs, Kaiser, cannot afford to 
deal with Stanford, and in their minds, and I think rightfully so, 
they do not think they have to. They have a broad range of staff, 
of specialists. And that does not help Stanford very much. As the 
HMOs grow in our area, there are fewer and fewer, as they get big- 
ger and afford more comprehensive staffs, who want to go there 
and pay the higher rates that the teaching hospitals, out of neces- 
sity, have had to charge. 

How do we solve that? 

Dr. Ludden. Well, I think a number of us were talking about 
this requirement for really broadbased financing of GME; that is, 
broader than simply even Medicare, but broadly across the popu- 
lation, so that we can separate out the public good educational re- 
quirements from the service requirements. 

As I tried to say, Brigham and Women’s can compete very well 
on quality and cost alone, as long as you take out the requirement 
that they also provide all sorts of education in the middle of it. 

Mr. Stark. Doctor — if I may, Mr. Chairman, just as I finish — ^you 
are preaching to the choir. 
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It has long been a mystery to me as to how Medicare got stuck 
with supporting graduate medical education. It was an after- 
thought, as near as I can read, in the legislative history in 1965. 
But the fact is, we have. 

And the idea that the cost, whatever that is, ought to be — ^for the 
benefit that the public derives, ought to be spread more fairly 
across the spectrum, I agree with you. 

I am not sure politically we would be able to do that. I mean, 
we have a structure that is so historic — even with the new Con- 
tract With America, I do not think we are going to be able to 
change that, so we are going to fuss with it and adjust it. And 
maybe we can do that slowly. So I think in the short time — 5, 10 
years — we are still going to have to find a way to subsidize, sup- 
port, reimburse under the structure we have. 

Could we erase it and start over? 

I would agree with you. But I am afraid that we are locked into 
this, and we have to worry now about cutting too much out, so that 
Dr. Heyssel’s alma mater can continue to survive. 

Dr. Shine. Mr. Stark, I would just point out that that association 
with Medicare does provide an opportunity, that as risk-based 
managed care develops for Medicare patients, looking at the way 
in which those organizations which choose to take care of Medicare 
patients, choose to support graduate medical education, is one of 
the things that I think the committee could look at very carefully. 

Chairman Thomas. The gentleman’s time has expired. The gen- 
tleman from Louisiana, Mr. McCrery. 

Mr. McCrery. Thank you, Mr. Chairman, and thank you, gentle- 
men, for testifying today. 

Dr. Shine, I am intrigued by your recommendation to freeze all 
positions in graduate medical education. 

When I am home in Louisiana in my town meetings and the 
issue of health care and rising health care costs come up, I often 
have one or two lawyers in the audience, and they will stand up 
and say; You know, the answer to the problem here is to quit re- 
stricting admission to medical schools, and you need more doctors. 
If you had more doctors out there, there would be more competi- 
tion, and you would get prices down and costs down. 

How do I answer them, and how does that gibe with your rec- 
ommendation? 

Dr. Shine. I think there are three or four answers. 

First, both the State and the government do not make the kind 
of investment in the education or a lawyer that it does in the edu- 
cation of a physician. 

Mr. McCrery. Thank goodness. 

Dr. Shine. Second, by virtue of the subsidy, if you will, for edu- 
cation that comes through Medicare, we are using public dollars in 
order to influence the work force. And the question then becomes: 
Is the outcome one that you want? 

Third, medical providers are, in and of themselves, cost genera- 
tors. Whether you are in managed care or any other area, the fact 
is that the more doctors you have, the more services are provided 
by doctors, and they are the most expensive. 

The issue from my perspective in this regard is: How do you 
move the system so that, in fact, we are using a spectrum of pro- 



25 


viders, including advance practice nurses, physician’s assistants, 
and others who are much more cost effective? That happens be- 
cause you educate in a different environment, not because you edu- 
cate more. 

And finally, in spite of this incredible increase that has been 
going on for the last decade or decade and a half, the supply issue 
alone has not solved the problem of more doctors in urban .Aonerica 
or more doctors in rural America. I would suggest to you that is 
not a numbers issue; that is an organizational and a management 
issue. We are going to have to change the way we think about 
health care in rural Louisiana, whether we are talking about the 
use of teams of providers, managed care organizations that have 
responsibilities in rural areas, the role of telemedicine. 

There are a whole variety of issues. And I think the notion that 
we are going to solve that by saturating the market has not turned 
out to be true and will not be true if we just continue in the direc- 
tion we are going. 

Mr. McCrery. Well, I appreciate that answer, and I would like 
to discuss it some more at a later date. 

But it sounds to me as if one of the problems is government got 
involved in the business and started directing resources in certain 
ways and produced results that are not necessarily those that were 
intended. 

And I find that — and I do not know nearly as much about the 
health care system as I need to, but the more I get into it and the 
more I see Federal dollars being spent, the more I see consequences 
and results that are driven by dollars. Federal dollars, more than 
they are by the needs of the communities, the needs of the health 
care system. I am wondering if maybe we ought to examine or re- 
examine the whole role of government generally in the health care 
system and in medical education, because it does seem to be driv- 
ing the system more than it is helping society. 

Since you mentioned rural health care and HMOs in the context 
of graduate medical education, what is the role of managed care in 
medical education? 

Dr. Shine. I think there is a potentially large role. You heard 
about one program which actually is quite good, but there are oth- 
ers around the country. 

One of the reasons that I think that managed care organizations 
would, in fact, be willing to contribute to the education costs is 
that, as you have heard, our current system does not educate indi- 
viduals in managed care environments, and therefore they are not 
ready to go to work in those environments when they finish their 
training. 

It would be in the economic interest of Harvard Community 
Health Plan or Kaiser to have those individuals, and therefore 
there is an opportunity for those individuals to get more training 
in those managed care environments. 

That is beginning to happen. It is costly, because outpatient edu- 
cation is costly. It is much less efficient to see a single patient in 
the outpatient than it is in a hospital with a whole bunch of pa- 
tients. 
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I would like to comment that I understand the issue of unin- 
tended consequences. I used that term in my paper, because what 
you have described is, in fact, unintended consequences. 

I would emphasize, however, that these institutions are very 
fragile. Right now, we know that they receive somewhere on the 
order of $2.5 to, I think, closer to $4.5 billion in moneys that come 
from the practice of their faculties. And those faculties agreed 15 
years ago to use a certain amount of that money to do research and 
to teach. Probably two-thirds of that money that they earn net goes 
into teaching. 

As managed care organizations put the squeeze on academic 
health centers and those patient revenues fall away, there is going 
to be not only the problem of what they will pay, but the fact that 
faculties cannot earn enough money to subsidize the education. 
That is why these GME moneys are absolutely critical. 

My view is not whether they should be spent, but do you spend 
them in the way that is the most sensible as far as our society is 
concerned. 

Mr. McCrery. Thank you. 

Chairman Thomas. The gentleman’s time has expired. The gen- 
tleman from Maryland, Mr. Cardin. 

Mr. Cardin. First, let me thank the Chairman for holding these 
hearings. I think they are extremely important and that the future 
of the academic mechcal center is indeed somewhat suspect today 
in the new competitive environment. We need to look at different 
ways of reimbursing for graduate medical education. Medicare no 
longer will be able to foot the full bill, and the marketplace is not 
capable of dealing with these issues. And I compliment all of your 
testimonies today. 

However, it seems to me that you have acknowledged half that 
problem, and that is that the marketplace does not work as far as 
a financing mechanism for graduate medical education and that we 
need a broad-based financial source. I agree with that. 

In the bill that we were working on last year, we looked at a way 
in which all health care plans, not just Medicare but all health care 
plans, including the self-insured plans and the private insurance 
plans, contribute to graduate medical education. We then pulled 
these costs out of the rate base, so that all health centers could 
fairly compete within the new market. 

But on the other side of the equation as to how the graduate 
medical education dollars should be used as far as training profes- 
sionals for health services, there seems to be no agreement, and 
some disagreement, as to what role government should play in 
order to make sure that we have more people trained in primary 
health care. 

Dr. Shine, I am not that impressed by the increase to 23 percent 
of medical graduates going into primary health care. The informa- 
tion that we have seen is that we need probably 50 percent. It is 
going to take a decade before we get the results of the people enter- 
ing medical training today in the workplace. 

And as all of you pointed out, we need to look beyond just physi- 
cian training, and toward training of other health care profes- 
sionals in primary health care. 
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My question is, if the Federal Government establishes the finan- 
cial wherewithal so that GME can be pulled out of the burdens of 
the health centers in their rate setting, so they can use it through 
a pooled source, do we not have a responsibility at the national 
level to make sure that the training dollars are, in fact, spent to 
train more people in primary health care? 

Dr. Heyssel. If I could speak to that. Congressman, I have a 
problem with setting absolute numerical limits on anything in a 
profession which is so dynamic and is chanmng so rapidly over 
time and where there are new entrants into the field in the sense 
of providing primary care. 

I do not know whether the number is 50 percent or not, who 
should be generalists, or whether it is 40 percent or whether it is 
70 percent in the long haul. And I do not think that any of us could 
make that judgment with a great deal of certainty. 

I remember when I first started at Hopkins, the Federal Govern- 
ment had special programs to train psychiatrists and radiologists 
because there was a shortage. It is the Federal Government who 
decided that there is a physician shortage in the late sixties and 
led to 15 more medical schools. 

So I do not know how in a dynamic, changing society you can 
make those judgments, and I think that the marketplace that is 
now occurring, plus limiting the amount that you are going to pay 
and the length of time you are going to pay, will, in itself, begin 
to take care of the problem. 

Mr. Cardin. I agree with you that I do not know what the exact 
number is. I disagree in that I do not believe the marketplace will 
be the best barometer of who should be trained. If history is any 
lesson to the future, we have encouraged the training of more cost- 
ly health care professionals, and each one of these individuals have 
been able to make a comfortable living under the current system. 

Dr. Heyssel. Congressman, part of that is the absolute distor- 
tion in the fee schedules. You know, not all people are really after 
money. But if you come out of medical school with a significant 
amount of debt, and you can make significantly more as a proce- 
dural cardiologist or as an ophthalmologist or some other thing 
rather than as a pediatrician, that is going to drive you a little bit 
in those directions. 

Mr. Cardin. No question. 

Dr. Heyssel. And if we change some of the incentives that drive 
people to do those things, I think you would change very rapidly 
how people behave in terms of entering the profession and doing 
what they are doing. 

Mr. Cardin. And we have tried that. You have made some of 
those changes. 

Dr. Shine. But, Mr. Cardin, if I could just comment, in 1978 the 
institute issued a report recommending 50/50. So I come from a po- 
sition where 50/50 made sense. 

The fact of the matter is, first it is clear that managed care orga- 
nizations use far fewer physicians, so that if you do the calciila- 
tions, the number of generalists we require in an absolute sense is 
not 50 percent of the current work force, because, in fact, what is 
happening is, their ratios are such that without much of an in- 
crease — with some increase, but with nowhere near the kind of in- 
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crease that you and I thought needed to be present, they, in fact, 
are going to come close to having the work force they need in terms 
of generalists. 

The dilemma is the fact that the subspecialists begin to grow. 
And I would just remind you that in Southern California last year 
at UC-San Diego th^ hired a cardiologist for $70,000 a year, a gas- 
troenterologist for $72,000 a year, and a general internist for 
$110,000 a year. 

Now I believe my medical students — and I still teach at George- 
town — are smart enough to know that. And I am less worried about 
the ratio, although again the institute waved that flag going back 
to 1978. I am much less worried about the ratio now as 1 am about 
this enormous surplus of subspecialists. 

Chairman Thomas. The gentleman’s time has expired. Does the 
gentleman from Nevada wish to inquire? 

Mr. Ensign. Thank you, Mr. Chairman. 

I come from a little bit of a different background, and so I would 
like to inquire just to try to learn this. I am a veterinarian by pro- 
fession, and we work a little differently. The teaching hospitals do 
get some governmental subsidies, but I do not think in the same 
way that the practice of human medicine does. 

For example, a specialist in veterinary medicine actually makes 
less than a general practitioner. But yet we still get the best and 
the brightest who want to be specialists simply because of the love 
of doing surgery, orthopedic surgery, ophthalmology, whatever it is. 

Using that as a backdrop, I just wanted to say that from my ex- 
perience, residents and interns were slave labor. I mean, my year 
as an intern, I made $14,000 a year and worked 80 to 100 hours 
a week, the equivalent of less than $3 an hour. 

As I recall, the institutions loved us because the more interns, 
or more residents, they had, the better they did, because we were 
very cost effective. 

I do not understand why it costs more money per resident on 
their education. 

Do you understand my question? 

Dr. Shine. I am not sure. The fact is that there are a significant 
number of institutions in the United States which are using resi- 
dents in a way that is better than it was 15 years ago, but is not 
inconsistent with the role you described for residents during your 
training. 

That is the wrong reason for having residency programs. Resi- 
dency programs should be first educational and second, they should 
prepare people for the kind of practice that they are going to need 
to use. And that means how do you help elderly people learn to 
stay in their home, rather than take care of them in the intensive 
care unit. 

So I think what we are saying is that the kinds of changes we 
want to see happen are ones which have less to do with the acute 
day-to-day needs of the hospitals where the training goes on and 
more to do with providing care outside of the hospital, providing 
care for underserved populations and underserved areas and doing 
it in a way that is sensible in terms of the long term. 

As far as the subspecialist is concerned, what I am concerned 
about is that we are already seeing underemployed and unem- 
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ployed subspecialists. We had a recent situation in which several 
managed care organizations laid off large numbers of subspecial- 
ists. 

To have a system where you were trained as a subspecialist in 
veterinary medicine and then find there is not any work, it seems 
to me, is a tragic misuse of public resources in terms of what the 
future holds. 

Dr. Heyssel. If I could comment, that is the reason to limit 
again the amount of lenrth of time and support you are going to 
give as well as limiting the number of slots you are going to fund 
from whatever pool you get it from. 

But I also cannot help but remark Dr. Shine, when you said the 
Institute of Medicine liked the 50/50 ratio, it was also the Institute 
of Medicine and the committee that I served on that said we need 
4 beds per 1,000 population in this country in the seventies, which 
number seems a little offbase today given the changes. 

Dr. Shine. We jessed the direction but not the velocity. 

Dr. Heyssel. That is right. [Laughter.] 

Dr. Ludden. I just want to make the point that the HMO pri- 
mary care practice frontline, it has to do with the skills and train- 
ing, not the number of procedures or the number of services that 
can be done by something which maybe used to be slave labor but 
certainly is not now. 

And that is a terribly important change in the way all of these 
developments work, so that we concentrate more on putting to- 
gether those skills. And that really is a different world than it used 
to be 5 or 10 years ago. 

Mr. Ensign. Right. Well, during residencies, your pay is very, 
very low compared to what your services are worth, maybe not at 
the beginning, but at least your latter couple years of your resi- 
dency. 

But it was looked at as a tradeoff, that you are getting that expe- 
rience, and you are providing a very valuable service, and you are 
learning. That is the reason that you are exposed to the specialists 
and the senior specialists, and that was a tradeoff in the 
residencies. 

I guess my whole question about this is, is it necessary to sub- 
sidize number of spots, and how do you do that across the country? 
Who gets what spots where? 

Dr. Heyssel. Well, that has always been the dilemma. I guess 
you could do it at the Federal level and apportion it some way. You 
could do it at the State level and apportion it some way. And that 
always seemed to me to get us into the problem of — what should 
I say — indirect control of who got the slot preferences and so forth. 

The other way you could do it is, we know how many medical 
students are graduating every year, and we know how many years 
we are willing to support their training after that in graduate med- 
ical education. Why not give them a voucher that goes with the 
student from this pool of money and let them apply wherever they 
would? 

Dr. Shine. Could I just point out, in terms of my proposal to 
freeze, I am talking about freezing in place; those institutions 
would have the same number of physicians as an institution that 
they have now. But if they want to add generalist positions — and 
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many will, because they want to do more managed care and Medic- 
aid managed care — they would have to subtract them from their 
subspecialty slots. 

If they downsize, the total number of residency slots in an insti- 
tution was diminished, you would diminish the total pool. You 
would not necessarily go and let somebody start a new program. 

Chairman Thomas. Does the gentleman from Illinois wish to in- 
quire? 

Mr. Crane. Thank you, Mr. Chairman. 

Dr. Ludden, in your conclusions and recommendations, you point 
out that graduate medical education financing should not always 
be directed through hospitals, and you go on to state that HMOs 
and other organizations should receive direct credit or reimburse- 
ment for ongoing expenditures that directly support medical edu- 
cation, especially including GME. 

Do you think that Medicare should pay any of these entities? 

Dr. Ludden. I think that however — I mean, we do get payment 
from Medicare for those patients that we have. What we need to 
be able to do is to focus our resources and use them in an innova- 
tive way directly in medical education as such. 

With the money that we have been able to put together over the 
years, we have been able to affect the training programs of the 
Harvard and other related institutions in a positive way toward es- 
tablishing more primaiy care and making the skills something 
which are more nearly what we are going to need in the future, so 
that it has to do with being clear on the spending side that HMOs 
and managed care need to have the opportunity to effect that 
change at the local level to make sure we get the right skills. 

On the revenue side, which is a lot of what our discussion has 
been about so far, I would favor a more broad-based approach to 
financing. 

Mr. Crane. Dr. Heyssel, Dr. Shine, do you share the same view? 

Dr. Heyssel. The view of a broad-basea approach to support and 
that the money should be able to go to a different entity than a 
hospital? Yes, I do. 

I would think that since hospitals are needed for treatment as 
well as ambulatoiy care sites, that an organization that was pri- 
marily involved in ambulatory care and a hospital could form a 
consortium around that, where the money went to that consortium 
rather than to the hospital alone. 

Dr. Shine. My view is that there is merit to moving it away from 
payment supply to the hospitals. I would recommend that it be the 
educational institutions that are responsible for education of train- 
ees, and they ought to be in a position to determine the kinds of 
sites, the contents of the education that is required, and they would 
then be able to reimburse the players in the consortium. 

In other words, what I am concerned about is that there are obvi- 
ous exceptions, depending upon locality, but I am concerned that, 
“a consortium” as to have some kind of a lead agent which is re- 
sponsible for how the money is used, and I would suggest that it 
should be the nursing school, the dental school, the medical school, 
whichever is responsible. 

Dr. Heyssel. I think there is a problem with that in the sense 
that the residency review committees and others are, in fact, the 
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ones who set the content of the curriculum, not the medical schools, 
which I think is what Dr. Shine is referring to. 

And I see no real problem with money going to a consortium that 
is properly put together. My presumption is it would have to have 
a board; it would have to have votes; it would probably have to 
have a corporate structure of some sort that could receive funds. 

So I see no problem with controlling either sites or the content 
under that sort of structure with proper approaches. Medical 
schools should be a part of that certainly. 

Mr. Crane. Thank you very much. 

Chairman Thomas. Does the gentleman from Texas wish to in- 
quire? 

Mr. Johnson. Thank you, Mr. Chairman. 

You all intrigue me with your differences, and I am amazed that 
you feel the same way I do. It appears to me from what you are 
saying, that you are saying there are too many doctors right now. 
Is that true or false? 

Dr. Shine. I think we are at that point, and all of the signs are 
that that surplus is going to increase. 

Mr. Johnson. Then do you think we still need 229 major teach- 
ing hospitals in this country? Anybody. 

Dr. Heyssel. Well, I think 229 major teaching hospitals probably 
overstates it somewhat, since the really primary affiliated teaching 
hospitals in the United States number something around 115 to 
130, I would guess, and then many others have smaller teaching 
programs. 

I think the question is whether we need to be training as many 
people as we do rather than how many hospitals we have doing it, 
number one, and, number two, the question of where the sites of 
training really ought to be. And I repeat what I have said before: 
I think those sites of training need to be broadened considerably 
away from the hospital both for educational reasons and other rea- 
sons. 

Mr. Johnson. Do you think that some of these mobile hospital 
units that are now being tested in the Southwest could provide 
some training capability as well? 

Dr. Heyssel. I think that training can occur wherever there is 
good medicine practiced. 

Mr. Johnson. Wherever. Especially with the ability to hook up 
via satellite with a good doctor somewhere, it would seem to me 
that we could make use of the really good guys in our country to 
help train all our doctors. 

But it appears to me that — go ahead; excuse me. 

Dr. Shine. One, as far as the number of hospitals is concerned, 
the market is going to do a lot with regard to that. I mean, the hos- 
pitals are consolidating. A lot of those hospitals 

Mr. Johnson. Well, it will and it will not. Does it not depend 
upon the educational institution involved? 

I know the University of Texas, for example, does not want to 
give up their two medical centers. 

Dr. Heyssel. I would bet not. 

Dr. Shine. The point is that out of that 229, I mean, we have 
already begun to see consolidations. We have seen it with the Med- 
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ical College of Pennsylvania and Hahnemann. We are seeing new 
confi^rations taking place. 

I think there is going to be a lot of pressure. And I do not know 
what the number is going to be. It is hard for me to predict that. 
There are going to be both political and economic forces that influ- 
ence it. 

But as Bob says, the issue from our perspective is how do you 
get good training. If that is in a mobile unit, if it is a rural system, 
if it is telemedicine, that is fine. 

The one thing I want to emphasize, though, is that it is not nec- 
essarily all going to be physician dependent — ^that is, when you talk 
about rural sites, when you talk about urban sites, as weft as the 
rest of the system, managed care has learned to use a variety of 
other providers — nurses, physician’s assistants, community health 
workers — and we have got to get away from the notion that every- 
thing is going to have to be done by the doctor. 

And second, we have got to have an educational system in which 
young people learn how to work with those various players in a col- 
legial way, how to interact with them and provide care. 

And I think one of my concerns, which may be an implication of 
your question or an inference of your question, is that while it is 
true that I would like to have doctors learn from those mobile 
units, I do not believe we are going to solve the Nation’s health 
problems on the basis of trying to maintain every local site as a — 

Mr. Johnson. Well, now you have gotten to the good issue. Why 
is Medicare paying for medical education? See, that is the real 
issue. Tell me the answer. 

Dr. Shine. I think that it is very clear that it is in the public 
interest to prepare young people appropriately for careers in medi- 
cine and that — 

Mr. Johnson. But think about Medicare. What is the Medicare 
system for? 

Dr. Shine. It is for taking care of elderly patients. 

Mr. Johnson. So we should train young people to take care of 
young people, so the elderly can have medical care; is that true? 

Dr. Shine. No. What we need to do is to train young people who, 
in fact, will be prepared properly to take care of elderly people. And 
second, we need to do that under circumstances in which they are 
being trained in facilities and in locations, both urban and rural, 
in which they are able to take care of disadvantaged people, people 
who cannot travel, people who have a variety of other medical dif- 
ficulties. 

Mr. Johnson. Right. 

Dr. Shine. And that is what we are 

Mr. Johnson. And in addition — excuse me — the gentleman over 
here indicated there was some indecision or lack of precise designa- 
tion by a unit here in Washington, for example, your institute, the 
National Academy, I do not believe that any one person in Wash- 
ington or anywhere else can dictate what is going to happen. 

All of you seem to say that the system will take care of itself, 
if you let it. It will sink or rise, whatever is needed. Is that true? 

Dr. Heyssel. I think it will if the incentives are right. I think 
Dr. Shine is absolutely right. How many teaching hospitals we are 
going to have and how big or large they are going to be 10 years 
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from now, I think is £in absolute unknown, because clearly patient 
care is shifting out of the hospital. It is shifting to simpler sites. 
And there will be consolidations; they are occurring in many parts 
of the country now. 

So I agree with the point; I do not think in a dynamic situation 
you can predict absolutely. 

Mr. Johnson. Thank you very much. I appreciate your straight- 
forwardness. 

Thank you, Mr. Chairman. 

Chairman Thomas. Questions? Let me try to pull this together. 

I have a series of questions to ask. 

Dr. Shine, I am really at this point not worried about unintended 
consequences. My problem is that looking at the current picture, 
one, in terms of the profile of medical graduate training and where 
they are and who they are and how it is financed, that we have 
got a big enough problem with all of the knowledge that we have 
without worrying about the unintended consequences. 

For example, the gentlewoman from Connecticut was concerned 
about the foreign medical graduates, and you correctly indicated 
that a number of them are Americans who got their medical train- 
ing overseas. 

We also have the foreign-born medical graduates. And if we 
begin to deal with that in terms of a limitation, you pretty well can 
write New York City off the map, since about 30 percent of the 
graduate medical students in New York fit the profile of either for- 
eign medical graduate or foreign-bom medical graduate. 

In addition to that, I agree totally with my colleagues who have 
said that it does not make a whole lot of sense to fund graduate 
medical education solely out of Medicare, especially when you rely 
so heavily on the hospital portion, which is a diminishing institu- 
tion, relatively still significant but relative to the other changes. 

So when we are sitting here trying to figure out a way in which 
we accomplish a clearly desirable societal role — that is, the training 
of medical students — ^how do we create or recreate a funding struc- 
ture that does not put government, as the gentleman from Louisi- 
ana said, in the role of determining who gets it, and where they 
get it. You know, it is almost like an industrial policy for medical 
education. 

I am trying to figure out a way to deal with it. 

You folks have offered a couple of solutions, and I want to ask 
the relative importance of the options as you have presented them 
to guide us. 

Notwithstanding our desire to come up with a completely dif- 
ferent way in which we fund — let us just assume we are going to 
be living with what we have got and we can tweak it a little bit — 
I understand the direct medical support. I do not fully understand 
the indirect medical support, except it is another way to get money 
based upon the patient profiles, and I understand the caseload and 
the way in which you get disproportionate share because of where 
you are. 

If we could say that Medicare — ^if we did not change anything 
else, but we just said Medicare was only going to fund the 3 years, 
and that is all that Medicare is going to fund — are we a big enough 
gorilla to drive the structure so that you would then, by virtue of 
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only funding the 3 years, positively shape the mix in medical edu- 
cation? 

Dr. Shine. I am going to let Bob comment on that. 

Could I just, Bob, say that the proposal I made for a freeze 

Chairman Thomas. Well, I want to get to that. 

Dr. Shine, [continuing]. Deals with the New York situation. I am 
not proposing downsizing. 

Chairman Thomas. No, I understand that. 

Dr. Shine. But what I am suggesting is — and I think you could 
be creative; you could have a situation in which you have a freeze, 
that you provide a certain amount of GME money, and that New 
York City, for example, to the extent that those institutions began 
to develop training programs for nonphysician providers in those 
hospitals, may not lose the money; that is, that there be some re- 
ward to them for making those transitions rather than — as you 
know, they have added 3,000 to 4,000 residents in New York City 
over a short period of time. 

So I think — I am very sensitive to that, and that is why you did 
not hear a proposal from me about limiting foreign medical grad- 
uates at all. 

Chairman Thomas. I understand that. But I have a multiple 
problem in the area that you discussed, and that is the way in 
which medical schools and the teaching hospitals operate, that not- 
withstanding the economics driving folks to pick particular posi- 
tions, in many situations, given the profile of the patients and the 
very location of the teaching hospitals and the significant medical 
and technical aspects involved uiere, it is a little bit like folks 
going to college and wanting to take a particular course but finding 
out it is closed, and there are openings in other areas, and frankly 
you take what is available. 

And many times because of the type of programs and locations 
of teaching hospitals, you inevitably wind up producing a profile 
which is not the most desirable. And then you say: We also want 
these same structures in these same locations to carry out the 
health care professional training of nondoctors in a context of more 
and more managed care, where frankly a lot of the training is more 
interpersonal in administrative skills along with working along 
with nondoctor health professionals in locations that are not tradi- 
tional hospitals. 

You cannot do that with where they are and the profile of the 
patients that they have. I agree with the idea of a freezing. I want 
to pursue the idea of a 3-year limitation. And clearly we want to 
release the money and figure out a way in which it finds its home 
at where the teaching — whoever it is and whatever they are 
doing — is done best. 

But we have got to do all three of these things and more. But 
I cannot, in the timeframe that we are dealing with. This is where 
I unfortunately agree with my friend from California — I would love 
to fundamentally change the way in which we finance it, because 
it does not make sense. It is part of a historical anachronism that 
grew up, because this was a device that was there, and we hooked 
it on, and frankly there were political deals made between rural 
and urban sites. That is where disproportionate share came from, 
because you could pump money into the urban through dispropor- 



35 

tionate, and you got money different ways for rural. That is all the 
political history of where we are. 

If we want to change it, we have to start with where we are. And 
so if we put a freeze on the total number of folks financed, if we 
limited the Medicare money to 3 years, and if we figured a way to 
allow you folk to make the decisions of how you operate within 
those two parameters, and we created a mechanism to allow money 
to go where you folks, in your training and teaching and educating 
capacity, decide best where it should be used — is that a big enough 
change to have an impact on the marketplace, on the profile of doc- 
tors and other health care professionals? 

Dr. Heyssel. I think the 3-year limitation, if it were absolute, 
would have a real impact. 

I also, I think, said that, you know, there are certain programs 
that really ought to go beyond 3 years; for instance, surgery, gen- 
eral surgery. 

Chairman Thomas. But can we not find a way to fund that out- 
side of our payment, which then creates a real choice factor there 
that if folks want it, they are driven to do it. 

Dr. Heyssel. Congressman Thomas or Chairman Thomas, let me 
give you a story; let me give you a story, though, which makes me 
hesitant about making these things change. 

For 20 years at Johns Hopkins Hospital, the hospital, unlike 
most other places, did not fund fellowships leading to subspecialties 
in internal medicine, in any subspecialty in internal medicine and 
in some other areas. 

And as you are probably aware, we have some of the largest 
training programs in these subspecialties in the country. And 
somehow or other, my colleagues on the faculty found ways to get 
money for that, generally from their own professional fees, I will 
say, more often than not. 

To the extent that that is in jeopardy now, whether that would 
continue or not — but I am just saying that there are always other 
sources of funds for people to use, if they really are interested in 
a particular training program. And they are; that is their stock in 
trade and understandably. 

Chairman Thomas. No, I agree with you, because we have only 
complicated the problem because the traditional source of funds — 
largely from that excellent faculty, making money in the fees and 
the structure — is less and less available because of the patient pro- 
file in medicine. 

Dr. Heyssel. Right. 

Chairman Thomas. The other concern I have is, you indicated a 
structure that grew up at Johns Hopkins which was not driven by 
government funding, but by a felt need. 

Does it make sense to redirect where the money goes into the 
system? That is, do you really believe we can get a top-down ref- 
ormation, or would it go faster and would it be better if we did a 
bottom-up; that is, we funded the folk who were looking for the 
training and the assistance? 

And you mentioned, I think. Dr. Ludden, a voucher where folks 
would go where they believed they were being provided with the 
best education and training for their particular interest. And I 
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think today, clearly, it is a top-down structure. I think that has 
also driven specialties. 

My former business was teaching in college, and I always loved 
to teach specific areas and narrow specialties. Graduate focus is a 
lot more fun than teaching GE courses. And I think most people 
get a satisfaction out of working in narrower structures. And they 
bring people on, and if there is no limit to that, you wind up having 
the structure itself specialized. 

But if the students were looking with less of a reference to the 
marketplace than perhaps we would like — to the degree that the 
students are the ones who spend their dollars where they think it 
makes more sense, I think you get a “small d” democratic struc- 
ture, but also one that is more market oriented. 

What is your reaction to that? 

Dr. Ludden. I react very positively to that general set of ideas. 
I think that anything that goes beyond your original statement, 
which was let you guys figure out what to do with it, which I think 
is something that has been tried and does not work and just in the 
ways that have been described here, that the kind of thing that you 
are suggesting — that is, to have the funding follow the resident — 
would he very positive and would allow us to be able to work on 
developing the kinds of innovative programs that are not just what 
primary care physician spots are open next year, but what kind are 
going to be open in 10 or 15 years. 

Chairman Thomas. And if you make it the 3-year provision, then 
it is in part up to those folks to figure out how, if they want to go 
beyond that, they have got to come up with funding to do that. But 
we know that we get them as far as we think it is essential that 
they need to go for society. And if they want to go for themselves, 
they go beyond that. 

Dr. Shine. My response to your first formulation — ^you asked the 
question — my answer would be yes. I think the things that you out- 
lined would make a significant and profound difference. 

Second, I do have some concerns about the mechanisms with re- 
gard to how you carry out the proposal you have just made in the 
sense that you have to hold the people who are in charge of the 
training or the education responsible for the outcomes of the edu- 
cation. 

And the question again is; If the financing is separated, you have 
got to figure out how we connect these in terms of making sure 
that the overall educational venture is, in fact, a satisfactory one. 

I would just point out to you that if you have some flexibility 
with regard to the rules about where people can train, a lot of the 
things that are happening in the market now and are happening 
with public policy will encourage, the “top-down” people to respond. 

In New York City, for example, the cuts in Medicaid are clear- 
ly — they are inevitably going to move to much more Medicaid man- 
aged care. They are going to have to take care of those patients in 
a much better way outside of hospitals. 

If there were flexibility in terms of the ways to pay for it and 
if those institutions in New York City had the opportunity, I would 
be very surprised if they were not prepared to enter into a very ac- 
tive program of residency education in Medicaid managed care in 
the city of New York. 
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What I am trying to say is, I think there is a potential synergism 
that is both top-down and bottom-up in terms of what is happen- 
ing. 

But incentives right now historically have not been there. If the 
incentives get changed, people behave differently, as you well 
know. 

Chairman Thomas. Well, I think one of the more positive state- 
ments that has been made is that I would love to have these struc- 
tures that obviously have produced some of the finest doctors in the 
world to continue to work more intensively with nondoctor health 
professionals, nurses, and others, so that they are educated in the 
same general structure working with each other, so that when they 
move out into the health care world, there is not that historical 
hierarchical relationship, almost dictatorial, because that is not the 
case in the real world, and it would be very healthy, I think, to 
pick that up at an earlier period in their development. 

OK I appreciate very much your testimony. You folks are an 
enormous resource for us, given the time and the history that you 
have spent, but more importantly your online observations of the 
changes that have been made and your attempts to adjust in this 
real-world situation. 

We will be back to you as we develop some of these themes in 
terms of trying to change the funding. It has to change. We want 
to understand the changes and deal with the unintended con- 
sequences as they come. 

How far we can go is unknown now, but we have to move. 

Thank you very much. 

Our next panel — Ruth Hanft, Stuart Altman, and Michael 
Carter — thank you for being with us today. Any written statement 
that you have will be made a part of the record, without objection, 
and you may proceed as you see fit to inform and educate us in this 
area. And we will start with Dr. Hanft. 

STATEMENT OF RUTH S. HANFT, PH.D., PROFESSOR, DEPART- 
MENT OF HEALTH SERVICES, MANAGEMENT AND POLICY, 

GEORGE WASHINGTON UNIVERSITY, WASHINGTON, D.C. 

Ms. Hanft. Thank you, Mr. Chairman. 

Mr. Chairman, members of the subcommittee, I am pleased to be 
here this morning to talk primarily about the direct support of 
medical education through Medicare and other sources and also to 
raise the issue related to the difficulty in supporting primary care 
and ambulatory care education. 

I am a professor at George Washington University. I would like 
to highlight key points that are in the more extensive testimony 
that I submitted for the record. 

Currently the majority of direct support for GME in the United 
States comes from public and private third-party payers, the pa- 
tient care revenues that flow primarily to the hospitals. These reve- 
nues support the salaries and fringe benefits of residents and in- 
terns. They support stipends or salaries to the teaching physician, 
the supervising physician, and they support the various ancillary 
services such as supplies, classrooms, et cetera. 

Medicare makes a specific direct education payment to teaching 
hospitals based on the average per-resident cost at that specific 
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hospital in a base year inflated by the CPI, and there is a limit on 
the average payment after the fifth year of training. The formula 
also includes the ratio of Medicare patient days to total hospital pa- 
tient days. And in 1994, it is estimated that Medicare paid $1.6 bil- 
lion in direct costs to teaching hospitals. 

This is not the only Federal source of support. Federal direct 
support also comes from the Veterans Administration and from the 
Department of Defense in their support of the residents and in- 
terns in the VA and the DOD facilities, and this is about 12 per- 
cent of the total residency support in the United States. 

A number of States recognize direct medical education costs in 
their Medicaid payments and in their Medicaid reimbursement 
methodology. States also provide additional support through appro- 
priations to their university hospitals and clinics, which is a declin- 
ing source of support. Appropriations to county and municipal hos- 
pitals also provided support for residency programs. And finally, 
title VII of the Public Health Service Act provides about $60 mil- 
lion a year for special programs to support primary care education. 

Private payers support graduate medical education as well. Al- 
though this support is not directly identified, it is incorporated into 
the cost or the charge base of the hospital. And as you have heard, 
as discounting continues, this source of support will end. 

The major problem is that there is no basic source of support for 
education outside of the hospital, and as you heard from others this 
morning, this is where the education really needs to move to sup- 
port managed competition and the managed care environment. 

The Medicare program at the moment, except where the hospital 
will continue to pay the salary, does not provide support in HMOs, 
in public clinics, or in other ambulatory care settings that train 
residents and interns. 

Thank you very much. I would be pleased to answer any ques- 
tions that you might have. 

[The prepared statement follows:] 
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TESTIMONY OF RUTH S. HANFT 
GEORGE WASHINGTON UNIVERSITY 

My name is Ruth Hanft. I am a Professor of Health Services, Management and 
Policy at the George Washington University. 

Mr. Chairman, members of the Subcommittee. I appreciate the opportunity to 
discuss the direct support of graduate medical education and the issues related to the 
current methods of support. 

The evaluation, structure and financing of graduate medical education is very 
complex, involving all allopathic medical and many osteopathic colleges, 
approximately 1200 teaching hospitals, over 90,000 interns and residents and 
numerous cUnics, faculty, and preceptors. It is also a critical component of the 
provision of indigent care in the United States. 

The rngjor issues today include; 

• The size and coat of the enterprise 

• The appropriateness of the specialty distribution as between 
primary care and other specialties 

• The mismatch between the structural changes in the health care 
delivery system, the structure and locus of current training 
programs, and their financing. 

Structure of Graduate Medical Education 

Medical education to the MD level is focused within and under the control of the 
medical school; graduate medical education, in contrast, tends to be hospital-based, 
with the direction of the pro^am under a program director. The program director 
may or may not be the Chairman of a medical school department, a faculty member, 
the director of a hospital service or a designated attending physician at the hospital. 

Tbe accreditation bodies and processes are different for undergraduate medical 
and graduate medical education. Yet the education process should be a seamless 
continuum. Medical and graduate medical education are a cascade process for clinical 
education, involving teaching physicians, chief residents, senior residents, junior 
residents and interns, and 3rd and 4th year medical students. Frequently, 
p8u-ticularly in academic health center hospitals, other health professions students 
participate. In each successive year, the medical student or resident assumes 
greater responsibility for patient care, moving finm observer to participant to quasi- 
independent provider under greater or lesser supervision of a teaching physician. The 
degree of independence varies widely and is dependent on the capabilities of the 
student, the specialty, complexity of the case, philosophy of the program and the 
teaching physician and in some cases the payment status of the patient. 

Residents not only provide patient care while learning but they also engage in 
research and teach more junior students. Teaching physicians simultaneously 
provide education and patient care. 

There are more than 6000 residency programs approved in the United States, 
scattered over more than 1200 teaching hospitals, plus clinics. The majority of 
residency programs are hospital based and have been so historically. 

Residency programs are reviewed and approved by residency review committees 
(RRCs) under the umbrella organization TTie Accreditation Council for Graduate 
Medical Education (ACGME), a private sector org 2 uuzation. There is no one 
organization that sets the total number of residency programs, residents, specialty 
distribution or sites of training. The RRCs do not (hrectly establish overall residency 
numbers in the specific specialty but set qualitative standards such as volume of 
clinical cases, type of cases, etc. 

The number of residency programs per hospital varies widely from one program 
to programs in every specialty and subspecialty. The degree of integration, with 
medical school faculty also varies widely finm programs with no medical school 
affiliation, a declining number, to integrated medical school program that rotate 
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among a number of hospitals Most medical schools have multiple hospital afSliations 
including aifiliations with Veterans Administration (VA) hospitals Decisions on the 
mix and size of residency programs within a hospital are based on multiple factors: 

The decision of the hospital to have graduate medical education; the desire of the 
chairman of the medical school department or division or the chief of service of the 
hospital to have or supervise a program; service needs of the hospital; clinical volume 
required for accreditation and faculty availability to supervise the program 

While most graduate medical education takes place in teaching hospitals, there 
has been growing pressure to shift training to ambulatoi'y care settings, and to 
provide education relevant to practice in a managed care environment. It has 
become increasingly difficult to provide appropriate graduate medical education 
exclusively in the inpatient setting, particularly the tertiary care setting, for the 
following reasons: 

• The shift of locus of many diagnostic and treatment services to 
ambulatory care setting; 

• Increasing severity of illness in the inpatient setting which narrows the 
scope of clinical experience 

• shortened length of stay 

• the rapid development of HNO’s and other managed care arrangement. 

However, the methods of financing graduate medical education have been a 
mqjor barrier to the shift in the locus of education. 

Sources of Financing Graduate Medical Education 


History of Suonort 

Until the end of World War II, the rngjority of physicians completed one year of 
internship and entered general practice. A number of factors changed the picture 
dramatically during the subsequent two decades. The advances in technology that 
spawned new knowledge and specialties; the demand for an increased number of 
medical schools and ph}rsicians which stimulated an increased need for graduate 
medical education, and the rapid growth of private health insurance that helped 
hospitals expand training programs. 

The growth of private insurance and the passage of Medicare opened a stream of 
funds that could be used to support hospital-based graduate medical education. 
Hospitals incorporated these GME costs into their charge and cost structures. 
Medicare, at its inception, included these costs in its definition of reasonable costs. 
Two sources of fimds helped to support GME; salary support for residents and 
supervisory physicians in hospitals and payments for patient care services to 
individuals newly covered by public or private insurance. These new sources of 
revenue enabled teaching hospitals to expand their residency programs to keep pace 
with expanding medical school enrollment, increase substantially the stipends paid to 
residents, and pay faculty for supervision of residents. In addition, these funds and 
physicians fees charged for services provided an additional steam of support for 
schools and faculty. 

With the increased flow of third party payments in the 1970s, issues related to 
the effect of payment policies on geographic location and specialty decisions of new 
physicians began to arise, as well as issues of the equity of the financing as between 
sites of training and sources of payment. Specifically, reimbursement from third 
party payers has financed a greater proportion of the costs and charges for inpatient 
services than for outpatient services. Until recent changes in private health 
insurance policies designed to reduce costs, private hospital insurance rarely required 
cost sharing by the consumer. In contrast, reimbursement for outpatient services 
from third parties is usually structured to include deductibles (payment by the 
patient before the third party will pay) and coinsurance (a percentage of the bill paid 
for by the patient) and does not cover preventive services. It is therefore easier to 
support specialty traini^ oriented toward inpatient care than primary care training 
oriented toward outpatient care. 
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Currently, graduate medical education is supported through several 
mechanisms with patient care support (mainly hospital supprort) dominating. The 
mechanisms are: 

• Reimbursement from third parties for hospital care 

• Fees paid to physicians for patient care services in inpatient and 
outpatient settings 

• Special federal and state grants for primary care training 

• State appropriations for university hospitals and city and county 
appropriations for public, general hospitals. 

• Federal appropriations for Veterans Administration and Department of 
Defense hospitals 

• Fellowship stipends from biomedical research sources, mainly federal. 
Ciirrent Federal Support 

Medicare Part A pays for graduate medical education through a complex 
methodology that recognizes direct costs and provide an indirect education 
adjustment. Reimbursement for both direct and indirect costs goes to the hospital. 

Direct costa are calculated by multiplying the historic costs per resident in a 
base year (ina'eased annually by a cost of living escalator) by the number of full time 
equivalent (FTE) residents. These costs are passed through as an addition to the 
DRG payment. There is a further limit on the payment of full costs. Full costs are 
paid for residents up to first certification in a specialty or five years, whichever is 
higher. 

The Consolidated Omnibus Bu(feet Reconciliation Act (COBRA) of 1986 (PL 99- 
272 Sec 9202) called for several modifications of what had been an open-ended direct 
cost pass-through for graduate medical education. These changes were basically 
designed to limit the growth in cost per resident and to place a disincentive on 
subspecialty training. 

At first COBRA based the allowable cost per resident on the hospital-specific 
approved per resident amoimt for the cost reporting period beginning FY 19^. For 
subsequent periods, the per resident amounts were to be updated annually, based on 
changes in the Consumer Price Index. The per resident amount is multiplied by the 
weighted average number of FTE residents working in the hospital to obtain an 
aggregate approved amount. The law now allows the time residents spend on 
inpatient care activities outside of the hospital to be included “if the hospital incurs all 
or substantially all of the training costs in the outside setting.” COBRA also applied 
two weighting factors - one related to length of training and the other to foreign 
medical graduate (FMG) status. 

The factor relating to the length of training places a limit on the number of years 
a resident can be counted as an FTE. The limit is based on an initial residency period 
plus one year, not to exceed five years. The exception is participation up to two years 
additionally in certain geriatrics programs. 

Medicare direct graduate medical education support was estimated at $1.6 
billion in 1994. Graduate medical education costs are incorporated into the hospital 
charge base. The amount currently paid by third party payers is unknown. 

The federal government, under Title Vn of the Public Health Service Act, also 
provides direct grant support for residencies in general internal medicine, pediatrics 
and family medicine. W^e this support has been important in the establishment of 
family medicine residencies and ambulatory care training in primary care, the funding 
is relatively modest. Appropriations for primary care programs were $63 milhon in 
1995. 

The Veterans Administration provides ssdary support for residents and faculty 
in its own facilities. VA residencies account for 12 percent of all residencies. Military 
medical facilities also provide support for small number of residents. 
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State Support 

The states have considerable discretion in setting hospital rates under Medicaid, 
including graduate medical education and teaching physician payments. Most states 
include the direct cost of graduate medical education but not the indirect education 
adjustment. 

In addition to Medicaid payments, states provide support for undergraduate and 
graduate medicsil education through a number of different mechanisms. The majority 
(76) of allopathic medical schools are state schools. 

States provide direct support of residencies through specific appropriations. The 
majority of this support is for family practice residencies. 

States also provide operating subsidies to their university hospitals. Sometimes 
these subsidies are in the form of residents’ salaries and fringes, sometimes they are 
subsidies for indigent care. Some states deficit finance or make up the balance 
between revenues and expenses. 

Critics of current methods of graduate medical education financing have raised 
three issues; 

1. The total number of residents being trained compared to the supply need and 
the number of US medical school graduates. There are approximately 17,000 
graduates of US medical and osteopathic schools and 21,600 first year residents in 
allopathic programs, plus about 1000 osteopathic positions. The total number of 
residents in all years of residency has increased finm 74,500 in 1985 to 96,500 in 
1993. Over 20 percent of residents are not US graduates. 

2. Most critics observe that there is an imbalance between the numbers being 
trained in primary care vs. other specialties. While the Medicare change to limit full 
support to five years was designed to reduce the incentive for specialty training, it 
has not yet worked. 

3. Perhaps the most important criticism is the problem of supporting out of 
hospital training. 

Primary Care Residencies and Ambulatory Care Training 

A recent Institute of Medicine (lOM) study contained a number of commissioned 
papers on primary care residency and ambulatory care education financing. The 
following is quoted from the document; 

“There are several generic problems in financing primary care residencies 
outside of the hospital setting. These problems may be of lesser magnitude in 
support of general surgery or other procedural specialties where patient charges tend 
to be substantially higher for services. The problems are summarized as follows; 

- In the hospital setting, the resident and supervisory physician are paid 
salaries from hospital revenues with education costs separately recognized by 
Medicare and Medicaid and historically included in hospital charges. If a 
personal and identifiable service is provided by the teaching physician, a fee 
can be charged to the patient or insurer. Residents may not bill fees. 

- In the outpatient setting not linked to a hospital (for Medicare) and for 
outpatient settings in terms of other insurers, the resident’s salary and 
supervisory salary for the faculty must be generated from fees to the 
patient/third party or from grants from government and/or philanthropy. In 
the primary care specialties, the fee level, as noted extensively in the 
literature, are substantially lower than for procedure-oriented specialties. 

While there are two sources of patient car support for hospital-based or 
hospital outpatient linked training, there is only one in the nonhospital 
ambulatory care setting. Payments for physicians services as distinguished 
from payments for hospital services historically did not incorporate education 
costs since education was almost exclusively hospital-based in allopathic 
medicine. 
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- The development of faculty practice plans has been on a 
department^specialty basis similar to the organization of residencies, with the 
procedural specialties able to generate substantially higher revenues than 
primary care specialties because of the Medicare and private insurance charge 
structure. The revenues of these plans flow to the department with some 
small percentage flowing to the institution. Conceptually, all education, both 
undergraduate and graduate medical education should be an institutional 
responsibility. The organization of medical schools on a departmental basis 
and graduate medical education on a specialty/program basis, combined with 
the departmental flow of hospital and practice plan revenues leave the medical 
school institution with a paucity of flexible funds. Institutions that do not 
receive public appropriations, or where the appropriation is in the form of line 
items, unless the institutional percentage of practice plan revenue is 
substantial, have little ability to cross-subsidize. Where cross-subsidies are 
endemic among the missions of a medical school, they do not operate on an 
institution-wide basis in the medical schools for graduate medical programs. 
High earning departments and specialties retain the majority of their practice 
earnings for departmental and even division rather than institution-wide 
goals.” 

In summary, graduate medical education was hospital focused for many years. 
With the growth of technology and financing and the increase in the number of 
medical school graduates, graduate medical education expanded in numbers and 
specialties. Financing from Medicare and private insurance encouraged and 
sustained the expansion. 

Medical and graduate medical education needs have now changed with the 
acceleration of the development of managed care and societal demands for primary 
care. This requires expansion of primary care training sites, particularly ambulatory 
care settings. There is a mismatch between educational needs to respond to 
managed care, the changing delivery system environment, and the method of 
financing graduate medical education. 
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Mr. Johnson [presiding]. Thank you, madam. We appreciate 
your testimony, and we will proceed with the other two gentlemen 
and then take questions for the panel. 

STATEMENT OF STUART H. ALTMAN, PH J)., CHAIRMAN, 
PROSPECTIVE PAYMENT ASSESSMENT COMMISSION 

Mr. Altman. Mr. Johnson, thank you for allowing us again to 
come before this committee. As Chairman of the Prospective Pay- 
ment Assessment Commission (ProPAC). 

Mr. Johnson. It is always a pleasure to have you before us. 
Thank you. 

Mr. Altman. Thank you. 

I want to switch the discussion, if you will, to where the dollars 
are. I realize and I do not want to diminish the importance of di- 
rect medical education and the discussion you had before about the 
training of physicians. But most of the money that flows from Med- 
icare for OTaduate medical education flows in two other sources. 
One is what we call the indirect medical education adjustment, 
which is about $3.8 billion a year, and the second is the dispropor- 
tionate share payments which come from Medicare, which amounts 
to another $3.4 billion. 

You know, we have looked at this at ProPAC in all different 
ways. And what just astounded me — I was looking at the numbers 
this morning — a third of all of the money, of all of the Medicare 
money, that flows to the major teaching hospitals comes from these 
three sources: The indirect medical education, the direct medical 
education, and the disproportionate share payments. A third of all 
of their income comes from these three sources. So we are talking 
about substantial ameunts of money. 

As you have heard this morning, there is no question that the 
changing marketplace is putting our teaching hospitals at a big dis- 
advantage, and we at ProPAC are very sympathetic to their prob- 
lems. We do believe they should be protected. 

But we are increasingly uncomfortable that Medicare now is 
being asked to disproportionately keep this important engine alive. 
And Medicare is under the gun. There is no question about it, that 
its rate of growth is higher than in the private sector, and there 
are all kinds of ways of looking for cuts. 

And I support, and I know the Commission supports, moving 
away from using patient care dollars to support this public good, 
as Dr. Ludden said. So we have looked at what we would suggest 
you do. 

And in the short run, we believe that it is appropriate to reduce 
the indirect medical education adjustment from about 7.7 percent 
of every 10 percent of the number of resident interns down to 6.7, 
which is a 1-percent reduction. That is $500 million, and then do 
that for 2 more years to bring the number down to where our esti- 
mates say it should be. So over a 3-year period, you would reduce 
the Medicare indirect payments by almost 40 percent. 

We support, though, moving away from this patient care empha- 
sis and developing some type of pool arrangement, whether it is 
through some State organization or community consortium that 
was in Senator Dole’s and Senator Packwood’s bill, some way of es- 
tablishing a separate fund. 
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I want to make very clear, we do not support continuing that 
fund necessarily at the current levels. I think the discussion you 
had with the previous panel suggests that we may and probably do 
exceed the number of physicians we need; we surely exceed the 
number of specialists we need. 

I personally might support a freeze. I think that is, in fact, gen- 
erous. I think the number of residents could even come down. 

I am rather surprised. If you look at the numbers, they have 
been going like this, and then last year they went like this. So I 
think if we went back even to 1992, we might be at a more stable 
base. 

What is important is that we take a hard look at what is the ap- 
propriate role of government in fvmding this. Government does 
have a role, but it should not be — ^particularly the Medicare should 
not become the sole source of support. It needs to carry its share, 
but not be asked to carry it disproportionately. And we at ProPAC 
have tried to come up technically with a number that will allow 
you to make the appropriate adjustments. 

Just one or two more numbers. By the way, in my testimony, I 
have given you a lot of information about the changes in the struc- 
ture of the direct and indirect medical education, where the money 
goes. 

It primarily goes to about 229, 230 of our major teaching hos- 
pitals. And these hospitals do disproportionately cover the number 
of uninsured in this country, and therefore they do need to be pro- 
tected. But not all of them. Some of them actually are providing 
very little of such care. 

So we would support again this phased reduction down to — from 
7.7 down to about 4.7, which would save the country, or use it for 
other programs, about $1.5 billion. 

Thank you very much. 

[The prepared statement and attachments follow:] 
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TESTIMONY OF STUART H. ALTMAN, Ph.D., Chairman 
PROSPECTIVE PAYMENT ASSESSMENT COMMISSION 

Good morning, Mr. Chairman. I am Stuart Altman, Chairman of the Prospective 
Payment Assessment Commission. I am pleased to be here today to discuss 
Medicare's payments to teaching hospitals. During my testimony, I will refer to several 
charts. These charts are appended to the end of my written testimony. 

Hospitals with graduate medical education programs provide numerous valuable 
services, in addition to the routine patient care they furnish. They frequently treat the 
most complex cases and are the first to acquire and gain experience with new 
technologies and procedures. In addition, they provide much of the clinical training for 
the next generation of physicians. It is not surprising, therefore, that they have higher 
costs than non-teaching hospitals. 

Over the years, the Medicare program has been an important source of revenue to 
help these hospitals finance the costs associated with their medical education mission. 
Many leaching hospitals also have been able to obtain higher patient care rates from 
private payers to help fund their educational activities. This extra revenue from private 
payers, however, is now at risk. Accelerating price competition is placing teaching 
hospitals at a disadvantage relative to other hospitals, since many private payers are 
not recognizing the added costs of maintaining graduate medical education programs. 

In addition to the added pressure on teaching hospitals from the move to managed 
care in the private sector. Medicare's risk contracting program may also disadvantage 
these hospitals. Under current policies. Medicare's capitated payment amount, the 
AAPCC, includes average payments for medical education. The capitated payment, 
however, goes to the managed care organization, and there is no guarantee that they 
will use teaching hospitals or. if they do, that they will provide the extra payments to 
these hospitals. This does not mean, however, that managed care plans must 
contract with teaching hospitals or pay the rates that they did in the past. Managed 
care plans and teaching hospitals should negotiate their best deals. The challenge for 
the Medicare program is to find a mechanism to take advantage of the competition in 
the private sector, while appropriately recognizing the added value of teaching 
hospitals. We have suggested an approach that I will describe in a tew moments. 

The growth of managed care and increased competition in the private sector 
complicates the decisions you must make to constrain the rapid incre e in spending 
for the Medicare program. The Commission believes that teaching hospitals furnish 
many valuable services to society and that Medicare should recognize the value of 
these services by providing some extra payments to these hospitals. Nevertheless, 
there are concerns about the limits to which the Medicare program should bear a 
disproportionate amount of the broader social responsibility for ensuring that the 
important contributions of teaching hospitals continue. This is not to say, h'owever, 
that all the current teaching hospitals are needed or that there is not room for 
substantial improvements in the efficiency of these facilities or the number and mix of 
primary care and specialty physicians they produce. I believe, Mr. Chairman, that it is 
time to reexamine the role Medicare has played in financing graduate medical 
education and to consider alternative financing systems tor the future. 

I will begin this morning by briefly describing the important role teaching hospitals 
play in furnishing care to Medicare enrollees. I will then describe Medicare’s medical 
education payment policies, focusing on the indirect medical education (IME) 
adjustment, and Medicare’s contribution to the financial welfare of teaching hospitals. 
Finally, I will conclude by discussing some of the problems 1 see with Medicare's 
current policies and some alternatives you may wish to consider. 

Payments to Teaching Hospitals 

Teaching hospitals are an important source of care for Medicare enrollees. There 
are more than 1,000 teaching hospitals, about 20 percent of all acute care hospitals. 
These hospitals are responsible for over 40 percent of all PPS discharges and half of 
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PPS payments. In 1994, teaching hospitals received $34 billion in PPS operating 
payments for the services furnished to Medicare enrollees (Chart 1). They also 
received payments lor their capital costs, outpatient and other services they furnished, 
and direct medical education costs. 

Of these hospitals, about 230 are classified as major teaching hospitals. Major 
teaching hospitals are defined as those with 25 or more interns and residents per 100 
beds. Major teaching hospitals represent 4 percent of PPS hospitals, but were 
responsible for 10 percent of discharges and 17 percent of payments in 1994 
(Chan 1). 

The Medicare program provides two types of extra payments to hospitals with 
graduate medical education programs. First, teaching hospitals receive an adjustment 
to their PPS payments to reflect the added patient care costs associated with 
operating an intern and resident training program. This indirect medical education 
(IME) adjustment accounted for about 5.7 percent of total PPS operating payments in 
fiscal year 1994, or about $3.8 billion (Chart 2). As you can see in this chart, the 
amount of the IME adjustment steadily increased between 1989 and 1994. 

Medicare also pays teaching hospitals an additional amount, separate from the 
PPS payments, for the direct costs of maintaining graduate medical education 
programs These payments (referred to as DME or GME payments) cover resident 
salaries and benefits, the salaries of supervising physicians, office space, and other 
overhead. These payments totaled about $1.4 billion in 1994. In addition to the 
allowed salaries, physicians in teaching hospitals who directly supervise interns and 
residents can bill, under Pari B ol Medicare, for the services furnished by the residents 
that they are supervising 

in addition to these Medicare payments based on teaching status, many teaching 
hospitals also receive disproportionate share hospital (DSH) payments, related to the 
amount of care they furnish to poor patients (Chari 2). Teaching hospitals received 
about 67 percent of the $3.4 billion in DSH payments in 1994. The amount of DSH 
payments also has increased rapidly in recent years. 

Indirect Medical Education Payments 

Medicare's IME adjustment is a major source of revenue for teaching hospitals. 
More than 21 percent of Medicare's PPS payments to major teaching hospitals, and 6 
percent to other teaching hospitals, comes from the IME adjustment. The amount of 
the payment depends on a hospital’s teaching intensity, measured by the number of 
interns and residents per bed. Currently, per case payments increase about 7.7 
percent lor each 10 percent increase in teaching intensity. This increase in payments 
IS substantially higher than the observed relationship between Medicare's operating 
costs per discharge and teaching intensity. The most recent ProPAC analysis 
indicates that, on average, a 10 percent increase in teaching intensity is associated 
with a 4 5 percent increase in Medicare operating costs per discharge. This difference 
between the observed cost relationship and the actual payments amounted to about 
$1.5 billion in additional payments to teaching hospitals in 1994. 

For several years, the difference between the payment increase and the observed 
increase in costs has led the Commission to recommend a reduction in the amount of 
Ihe IME adjustment. In ProPAC's Report and Recommendation to the Congress, 
March t. 1995, Ihe Commission recommends a reduction in the adjustment from 7.7 
percent to 6.7 percent for each 10 percent rise in the number of interns and residents 
per bed. This is equivalent to a 13 percent reduction in the amount of the IME 
payments. If enacted, payments to teaching hospitals would decrease about $500 
million. ProPAC believes that this should be the first phase of a three step process 
which will bring the teaching adjustment in line with the additional patient care costs 
teaching hospitals incur. We chose this phased reduction approach to allow teaching 
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hospitals time to make the necessary changes in the way they operate and to seek 
additional funding, if possible. 

Graduate Medical Education Payments 

Medicare also pays teaching hospitals a share of the direct costs of maintaining 
graduate medical education (GME or DME) programs. These payments totaled about 
SI . 4 billion in 1994. Direct costs include resident's salaries and fringe benefits, 
salaries for supervising faculty, and institutional overhead that are not included in PPS. 

GME payments are based on a hospital's per resident costs in a base year, 
updated to the current year. Hospital-specific per resident costs in 1990 ranged from 
less than $10,000 to more than $100,000 (Chart 3). Consequently, Medicare per 
resident payments also vary widely across teaching hospitals. Payments are 
somewhat higher if the resident is in an initial residency rather than in a second 
residency, or in a primary care rather than a specialty program. 

One of the primary factors driving GME (and IME) spending growth is a continuing 
increase in the number of interns and residents (Chart 4). Virtually all of the growth In 
recent years is due to increases in the number of residents who graduated from 
foreign medical schools. There are large differences across states in the number and 
rate of growth of residents. This increase in the number of residents is especially 
troublesome in view of the growing concern that this country has an adequate supply 
of physicians, but too many specialists and too few primary care physicians. 

Disproportionate Share Payments 

There are now about 40 million people in this country without health insurance. 
Many of these individuals receive hospital care that is subsidized from other sources 
of revenue. The hospitals with the largest share of low income individuals qualify for 
Medicare and Medicaid DSH payments. In 1994, Medicare DSH payments totaled 
SS.Tbillion, with about two thirds of these payments going to teaching hospitals. The 
federal share of Medicaid DSH payments was $10.7 billion and the combined federal 
and state share was $18.6 billion in 1994. although we don't have specific information 
on payments to teaching hospitals. In addition, the private sector has shared in 
subsidizing care to the uninsured through payments that are higher than costs. This 
subsidy from the private sector, however, may diminish as competition intensifies. 
Therefore, as Congress seeks additional ways to slow the growth in Medicare and 
Medicaid spending, it is important that reductions in DSH payments be carefully 
targeted so as not to further disadvantage hospitals that treat the largest number of 
uninsured patients. 

The Financial Condition of Teaching Hospitals 

The Medicare program has more than adequately compensated teaching hospitals 
for the costs of treating Medicare patients. Since the first year of PPS, teaching 
hospitals' PPS margins have exceeded those of other hospitals. Further, over the 
years the gap between the margins of teaching and non-teaching hospitals has 
widened (Chart 5), In 1993, major teaching hospitals had the highest PPS margins of 
any group of hospitals, 11.7 percent (Chart 6). In contrast, the PPS margin was 0.5 
percent for other teaching hospitals, those with fewer than 25 interns and residents 
per too beds, and minus 4.0 percent for non-teaching hospitals. 

Total hospital margins, which compare all hospital costs and revenues, show a 
very different pattern (Chart 7). Despite Medicare PPS payments that are almost 12 
percent above costs, the total margin for major teaching hospitals in 1993 is only 2.7 
percent, the lowest of any group of hospitals (Chart 8). The reasons for these lower 
total margins are difficult to disentangle. One definitely includes the large amount of 
uncompensated care many of these hospitals. furnish. Others could include 
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inefficiencies in providing services and difficulties obtaining the revenue from private 
payers to support the extra costs of maintaining teaching programs. For smaller 
teaching hospitals the picture is different, with their total margins similar to non- 
leaching hospitals at 4.6 percent. 

Although teaching hospital costs ate higher than those of non-teaching hospitals, 
their costs per discharge have not increased faster than those of other hospitals over 
the past decade (Chart 9). As we have previously reported to you, the annual 
increase m hospital costs has slowed dramatically recently. Teaching hospitals have 
responded to the increasing cost pressures by slowing cost growth to the same extent 
as non-teaching hospitals. 

It IS important to point out. Mr. Chairman, that these aggregate PPS and total 
margins obscure significant variations among teaching hospitals. Even though the 
aggregate PPS margin was 11.7 percent in 1993, about 18 percent of major teaching 
hospitals had negative PPS margins (Chart 10), This figure, however, is much less 
than the 57 percent of non-teaching hospitals with negative PPS margins. Slightly 
less than 25 percent of both major teaching and non-teaching hospitals had negative 
total margins. 

Next Steps 

As I have described, in 1994 the Medicare program provided $5.2 billion in direct 
and indirect graduate medical education payments plus $2.3 billion in disproportionate 
share payments to teaching hospitals. These extra payments have helped many 
ma)or teaching hospitals to avoid severe financial stress and to continue to provide 
access to care for Medicare enrollees. while maintaining their teaching mission. 
Accelerating price competition in the private sector is reducing the ability of teaching 
hospitals to obtain the higher patient care rates from other payers that traditionally 
have contributed to financing the costs of medical education, in addition, as 
Medicare's risk contracting program grows, teaching hospitals may not be benefitting 
as intended from the medical education payments included in the capitated payment. 

The growth of managed care in the public and private sectors and the increased 
competition among insurers and providers will make your task of determining 
appropriate Medicare policies tor teaching hospitals more difficult. While 1 believe that 
the reductions in the level of the IME adjustment that ProPAC has recommended are 
appropriate, it is likely that many of the institutions affected will have serious problems 
adjusting to them. But I have additional concerns that some policy makers are 
suggesting even larger reductions or reductions that take effect more quickly. The 
Commission believes such changes could have very serious consequences for this 
nation's teaching hospitals. 

It appears lo me that Medicare increasingly is carrying a disproportionate share of 
the financial responsibility for training tomorrow's physicians, nurses, and other health 
personnel. Some of these costs should be shared with private insurers or financed in 
a totally different manner. 

The challenge, therefore, is to find a way for government and private payers to 
share the responsibility for supporting medical education. One approach lhat I believe 
has merit was outlined in Dole/Packwood and other proposed health care reform 
legislation last year. This approach would create consortia of hospitals, medical 
schools, ahd perhaps other community groups such as payers and purchasers 
involved in graduate medical education. The consortium would receive medical 
education payments from Medicare and from participating private insurers and 
distribute them as appropriate. It also may be desirable to include IME as well as 
GME payments to the cohsortia, plus the substantial Medicare Part B payments that 
teaching physicians receive tor directly supervising intern and residents. The consortia 
could provide the incentives to tram more primary care and less specialty physicians. 
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They could also ensure that training moved out of the hospital and into community 
sites when that was appropriate. Current Medicare policies, in contrast, provide 
financial incentives to train residents in hospitals, rather than in primary care settings, 
since the hospital may lose its IME and GME payments if the resident trains in 
another site. 

This approach has another advantage as well. Since hospitals would receive 
additional payments from the consortia to cover teaching costs, they could negotiate 
payments with managed care plans for the costs of regular patient care on an equal 
footing with other hospitals. Such competition with other hospitals may also provide 
the stimulus lor teaching hospitals to improve their efficiency. For this to work, of 
course, private payers would have to contribute to the funding for the consortia. 
Managed care plans, however, may find fhis an atfractive way to market their services 
in a community, if it is known that they have developed relationships with teaching 
institutions. I believe that the Medicare program should develop a demonstration 
proiect to further test this idea. 

A demonstration also could explore alternative ways to direct payments to teaching 
hospitals under Medicare's risk contracting program. As I discussed with you in my 
testimony last month, numerous improvements are necessary in the calculation of 
Medicare's capitated payment, the AAPCC, to enhance plan and enrollee participation 
and to achieve savings lor the Medicare program. There also are a number of v/ays 
that payments to teaching hospitals could be improved in this program, and ProPAC 
would be pleased to work with you as you examine alternative approaches. 

I would like to note, however, that providing a special pool to fund the costs of 
medical education should not absolve teaching hospitals of the responsibility to control 
their costs. As I described, since the beginning of PPS costs per case have grown at 
about the same rate in leaching and non-teaching hospitals. All hospitals, however, 
need to continue to improve their productivity and reduce their cost base, and 
Medicare's policies should continue to encourage this. 

In conclusion, Mr. Chairman, teaching hospitals perform many important social 
functions in addition to routine patient care. In the past, the Medicare program 
explicitly and private insurers implicitly have subsidized these activities. As 
competition in the private sector increases, it is likely that the implicit subsidy will 
diminish. It is not appropriate for Medicare to cover an increasing portion of medical 
education costs. Nevertheless, you need to proceed cautiously to avoid sudden 
Medicare policy changes that could endanger the most important teaching hospitals. 

For the long term, I believe that we must develop new policies to ensure that 
government programs and private insurers continue to share the burden of support for 
medical education, just as they have in the past. We would be pleased to continue to 
work with you and your staff as you seek better ways to pay for the services furnished 
by teaching hospitals. 

This completes my formal testimony. I would be pleased to answer any questions 
you may have. 
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Prospective Payment Assessment Commission 


Chart 2. Medicare Indirect Medical Education and 
Disproportionate Share Payments, Fiscal 
Years 1989-1994 (In Billions) 
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Chart 3. Per Resident Costs and Payments, 1990 



SOURCE, Medicare Cost Report and per resident payment data supplied by the Health Care Financing 
Administration. 
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Prospective Payment Assessment Commission 


Chart 4. Number of Residents, by Type, 1981-1993 
(In Thousands) 



SOURCE: Selected medical education issues of the Journal of the American Medicaf Association. 
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Chart 5. PPS Margins by Teaching Status, First Ten Years 
of PPS 
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Chan 6. PPS Margins. Qy Hospital Group 
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Cliarc 7. Total Margins by Teaching Status, First Ten Years 
of PPS 
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Chart 8. Total Margins 

by Hospital Group, First Ten Years ol PPS (In Percent) 
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Chart 10. PPS and Total Margins, by Hospital Group, 
Tenth Year of PPS (In Percent) 
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Mr. Johnson. Thank you, sir. 

Dr. Carter. 

STATEMENT OF MICHAEL A. CAKTER, D.N.SC., R.N., DEAN, COL- 
LEGE OF NURSING, UNIVERSITY OF TENNESSEE, MEMPHIS, 

TENN. 

Mr. Carter. Good morning, Mr. Chairman, and members of the 
committee. I am Michael Carter, and I am dean of the College of 
Nursing at the University of Tennessee at Memphis. I am also a 
family nurse practitioner. 

The College of Nursing is a rather unusual entity in that it is 
an academic-based nursing program and does participate in grad- 
uate medical education because of a relationship with our Univer- 
sity Hospital in Knoxville. 

We prepare certified registered nurse anesthetists in this pro- 
gram, and GME does pay for a part of that. And we began this cer- 
tified re^stered nurse anesthetist (CRNA) program in the thirties, 
making it one of our oldest programs. 

I believe, however, that a number of changes are needed, for in- 
stance, if the legislative intent of this reimbursement is to be met 
in the future. As important as reimbursement is to us in the Col- 
lege of Nursing, I cannot tell you the amount of that reimburse- 
ment, and that is because the money goes directly to the hospital 
for a variety of cost-related issues and not to the College of Nursing 
for its budget. And yet I am responsible for paying for the cost of 
that program. 

I understand that the original aim of Medicare reimbursement 
was to promote high-quality care for Medicare beneficiaries. In 
1965, it was very appropriate that reimbursement be made to hos- 
pitals, since that was where the education took place and particu- 
larly that is where most nurses were trained. 

But that is not the case today. Most nurses are not educated in 
hospital-based nursing programs, but are educated through univer- 
sities and colleges and therefore do not qualify for GME. 

For example, we have another problem in that our CRNA pro- 
gram in the past could perform all of its training in one hospital, 
but we cannot do that anj^ore, because that hospital does not 
offer all the services, and it is a major teaching hospital. 

An example is that there are insufficient epidural anesthetics for 
women delivering babies for our students to be trained in that pro- 
cedure, so they must come to Memphis for part of their training. 

The situation is far more complicated in training nurse practi- 
tioners. We have offered a family nurse practitioner program at the 
master’s level since 1973, meaning that we could not participate in 
GME for this program. We have graduated hundreds of these pro- 
viders who are providing primary health care to thousands of per- 
sons in the lower Mississippi delta area of this country, one of the 
poorest regions in America. 

None of the education of our nurse practitioner students takes 
place in a hospital — none of it. They are prepared in community- 
based clinics in inner-city Memphis and in rural Tennessee, Arkan- 
sas, and Mississippi. This also is where they practice when they 
are finished. 
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There is not any form of reimbursement available to cover the 
costs of educating nurse practitioners in these very rural clinics in 
which they are often one of two providers. 

We must change the current system if we are to meet the origi- 
nal aim of Medicare reimbursement in preparing this work force. 

To do this, I have two recommendations. First, I believe that we 
should stop the current payment for hospital-based nursing edu- 
cation programs, completely stop it. These programs prepare people 
at less than the college level and are not prepared to enter ad- 
vanced practice. They must go on to college, obtain a baccalaureate 
deCTee, and then come into a master’s program. The money needs 
to Toe redirected to meet the needs that we have, and this means 
paying for nurse practitioner, nurse midwife, and nurse anesthetist 
training programs. 

The education of these students often does not take place in any 
hospital, and when it does, it takes place in multiple hospitals. 

Second, I think that we need to pay the nursing education pro- 
CTams differently. Nursing education is organized quite differently 
from graduate medical education and does not tie itself to hospital- 
based educational programs. Our certification programs do not fit 
that as well. 

This money could pay stipends for students, cover a part of the 
cost of the supervision of these students, and to pay for the costs 
of education borne by the primary care clinics. 

I believe that if these two changes are made in the current GME 
reimbursement system that the Nation would be able to greatly ex- 
pand the critically needed number of nurse practitioners, nurse 
midwives, and nurse anesthetists who, by the way, provide 85 per- 
cent of anesthetic services in rural communities, and that these in- 
dividuals would expand their role in rural and other inner-city and 
underserved areas and would not add any new money to the sys- 
tem to do that. Rather we would make much better use of the cur- 
rent investment that Medicare makes in nursing education. 

Thank you. 

[The prepared statement follows;] 
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Testimony of Michael A. Carter, D.N.Sc., R.N. 
Dean, College of Nursmg 
University of Tennessee, Memphis 


Good Morning. 1 am Michael Carter and I serve as the Dean of the University 
of Teiunessee College of Nirrsing. The College in coopeiation witli oui 
University Hospital in Knoxville, TN conduct a Master's degree program 
nursing that prepares Certified Regi.stered Nurse Anesthetists. We began this 
program in the early 1930's and today graduates of this program provide 
anesthesia to patients throughout the nation. We would very limited in our 
ability to operate this program without the money the hospital receives from 
the Medicare reimbursement. I believe, however, that a number of changes 
are needed if the legislative intent of this reimbursement are to be to be met 
today and in the future. As important as the reimbursement is to us, I can 
not tell you the amount of this reimbursement. This is because the money 
goes directly to the hospital and not to tlie budget ot the educational program. 

T understand that tl^e original aim of Medicare reimb\irsement for a portion 
of the costs of nurse education was to promote liigh quality care for Medicare 
benefiaanes. In 1965 it was very appropriate that this reimbursement be 
made to hospitals for nursing education since that was where most of the 
education took place. Many changes have occurred since then. For example, 
ua the area of preparing Certified Registered Nurse Anesthetists, all education 
could be done in one hospital in the past- Today, all liospitals do not provide 
ail clinical services. CXtr University Hospital docs not provide enough 
obstetrical .services for our .students to learn to competently administer 
epidural anesthetics. We must have tiie student leave Kiioxville and spend 
at least one montli of tlieii' baiiung in Memphis. 

The situation is far more complicated in tlie area of educating nurse 
practitioners. The College of Nursing has operated a Master's level Family 
Nuise Practitionei progiam since 1973. Wc have giaduated liundieds of 
these providers and they today provide primary health care to thousands of 
ddzens in tlie heait of die nation. None of tlie education of oui nuise 
practitioner students takes place in the acute care hospital. They are prepared 
in community based clinics in inner dty Mempliis and in luiaJ Tennessee, 
Arkairsas, and Mi.s.sis,sippi. When they giaduate, thi.s Is were they pt actice. 
Medicare reimbursement for a portion of tlie costs of their education is not 
available to these clinics. These clinics care caritig for mostly piv'^r people. 
There is not any form of reimbursement to cover tlie costs of educating nuise 
pfactilioiiers ui tliese clinics. We must change Uie current system of 
reimbursement if vve are to meet the original aim of Medicare 
reimbursement. 

I would strongly recommend the following: 

1 < Discontinue the ciurent reimbursement for liospital based nursing 
cducationai programs. This money needs to be redirected to meet the 

emergmg needs of Medicare beneficiaries. The need is the greatest for 
advanced practice nurses- nurse practitioner, nurse midwives, and nurse 
anesthetists - at the Ma.ster’s or higher level. Tlie education of these students 
does not take place m the hospital or in only one hospital. 

2. Redirect tlie current reunbursenient to tlie education of advanced 
practice nurses. The money needs to be made available to the nursing 
education program offering the program. This money would pay stipend 
support for tuU time students, cover a portion of the costs for clinical 
supervision of these students, and allow for some payment for the costs of 
education borne by the primary care clinics. 

I believe tliat if Uiese two clianges are made in Uie emrent Medicare Graduate 
Medical Education reimbursement system that the nation would be able to 
greatly expand the critically needed number of nurse practitionerii, nurse 
midwives, and nurse anesthetists particularly those in rural and other 
under.served areas without adding new money to the system. Rather, we 
would make a much better use of the current investment Medicare makes in 
nursing education. 
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Chairman Thomas. Thank you, sir. 

Dr. Altman, would you comment on the fact that he wants to 
take the dollars out of the hospitals? 

I have been told that some the hospitals around the country, 
teaching hospitals, depend on this money, have come to depend on 
it — I do not know if that is right or wrong — and could absolutely 
fall flat, totally go out of business, if this funding mechanism were 
not kept in place. And I am not saying that it ought to be Medicare 
necessarily. 

Maybe you can suggest some way that government can, you 
know, disengage itself, maybe redirect the dollars without it being 
Medicare dollars. 

Mr. Altman. Well, first, as I understand his testimony, he is fo- 
cusing only on the amount of money that is being used for nursing. 

Mr. Johnson. Nursing. I understand that, but I 

Mr. Altman. And it is only what? I do not know — about $200 
million. I mean, I do not want to sneeze at $200 million personally, 
but we are talking about a hospital industry that is consuming, 
what, upward of $100 billion. 

I do not think, in and of itself, that is a lot of money. And I am 
not in a position to argue whether the hospitals should not play an 
appropriate role. My sense is that they do play an appropriate role 
in the training of some types of nurses. But I support his testimony 
that nursing, like other parts of medicine, is changing and shifting 
out of the hospital. 

So I think it is deserving of a review. I am not so sure that the 
hospitals should not get a share of it, but whether they should get 
all of it or not, he may have a very good point. 

Mr. Johnson. Thank you. I appreciate that. 

Mr. Cardin, do you wish to inquire? 

Mr. Cardin. Thank you, Mr. Chairman. 

Dr. Altman, if I could get you to respond on one part of how the 
indirect medical costs are handled? As I understand it. Medicare 
figures in the IMG on a risk contract to a managed care program, 
even though the health care plan may very well not be using aca- 
demic centers. 

Can we make some adjustments in that philosophy — more quick- 
ly than perhaps some of the other issues — to try to make it sen- 
sitive to whether, in fact, the managed care programs, are using 
the academic centers? 

Mr. Altman. Well, there is no question that the AAPCC includes 
all of the payments that go in the Medicare program to the average 
patient in a fee-for-service environment. So it includes this indirect 
medical adjustment. 

You could make that adjustment. My own personal view is that 
while you are taking this project on, that is such a small piece of 
the total, I personally would do it differently. 

First of all, you have got to be fair to the system. To the extent 
that the indirect medical expense (IME) is being paid for — cur- 
rently it is being paid for by lowering the payments to the other 
hospitals. The total is the same. The way the calculation is made 
is that when they calculated the amount of the IME, they took it 
out of the base, and therefore they lowered the average amount of 
the average payment to hospitals. So in a strictly technical sense. 
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a strictly technical sense, if you took the IME out, you should pay 
it back to the other hospitals. 

Mr. Cardin. I am not sure I follow you there. The cuts that you 
are suggesting on IME would not be redistributed to other hos- 
pitals. You are talking about absolute costs. 

Mr. Altman. Well, let me — we have recommended these cuts for 
a long time. This is about the fifth year we have recommended it. 
Up until this year, our recommendations had always been to put 
the money back where it came from, to put it back into the average 
hospital. 

Mr. Cardin. But not this year. 

Mr. Altman. This year we are cognizant of the special budgetary 
problems that the Congress and the people are facing. And for the 
first time, we said; If you are going to make a cut, this may be an 
area to cut out. 

Mr. Cardin. Well, then you still lose me on how it works on a 
risk contract. 

Mr. Altman. Well, no. I think there is a justification for taking 
the indirect out of the AAPCC. But I think the whole AAPCC 
structure needs to be readjusted. 

Mr. Cardin. One of the concerns I have about your suggested 
cuts, while they are logical in and of themselves, is that we don’t 
have a logical system for reimbursing for graduate medical edu- 
cation. 

Therefore if you take the type of cuts that you are referring to, 
whether it is fair or not fair, these facilities are dependent upon 
those funds. And if we just try to make a system that is not fair 
in the way it reimburses GME and cut the Medicare contributions 
without dealing with the overall problems, then we run the risk of 
really hurting some institutions that have a special role in our sys- 
tem that will not survive in the competitive environment. 

Mr. Altman. Well, I do not disagree with that. We have tried to 
find a number which we thought was appropriate and balanced. 
There is no magic number here. We think the payment is too high 
to those institutions. 

And I want to make one point. There are big differences within 
teaching hospitals. There are some teaching hospitals that are 
making significant money on Medicare and are making significant 
money overall, and are treating almost zero, or very close to zero 
numbers of uncompensated care patients. 

And then we have others that are running 20 to 30 percent 
where their bottom line is zero. I think we need a better targeting 
of that money. 

Mr. Cardin. Absolutely, we agree on that. The formula that we 
use, the built-in old distribution cost and everything else, does not 
make an awful lot of sense. 

I guess my concern is, I am not so sure we should be tinkering 
with a system that does not work; we should be restructuring the 
system. 

Mr. Altman. Well, I would not disagree. 

Mr. Cardin. Thank you, Mr. Chairman. 

Mr. Altman. Except I would disagree about changing the whole 
structure. The issue is, when you are dealing with the teaching ad- 
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justment, I just do not know exactly what to do, recognizing how 
high it is. 

Mr. Johnson. Doctor, you did not really answer my question 
when I asked you if — and Mr. Cardin led into it — if these dollars 
are drastically reduced, are hospitals going to go out of business? 

Mr. Altman. Oh, now, if you get — I was just responding to 

Mr. Johnson. I know. The nurse part of it. 

Mr. Altman. Now when we talk about the big issue, I do get con- 
cerned. I mean, I am concerned about several of our major teaching 
hospitals. I am concerned about what Mr. Cardin said. If we sort 
of just reduce the amount of money at the same time that the man- 
aged care world and competition is squeezing down, I think we run 
the risk of some of these institutions falling into deep financial 
problems. I do. 

Mr. Johnson. Well, I think there has to be some restructure, and 
I think you are hitting the nail on the head about where to get 
some of those reductions. 

You also said the number of 229 major hospitals or 230. The 
panel before you corrected me when I used that number, which I 
got from you, and said 130 or so. Now 

Mr. Altman. Well, it is the definition of “major.” You know, 
there is major and there is major-major. You know, I mean — 
[Laughter.] 

And then there is a major-major-major. You know, before you 
know it, there is only Johns Hopkins left. So what can I tell you? 
[Laughter.] 

Mr. Johnson. Well, if we can keep that one, maybe we will be 
all right. 

Thank you very much. 

And Mr. Christensen, did you want to inquire? 

Mr. Christensen. Sure. I would like to get your opinions on 
what your vision of a graduate medical education should be. For 
example, what should the role of the hospitals in graduate medical 
education be in light of the current budget constraints that we are 
going to be facing in the next few months. What role should they 
play? 

Ms. Hanft. Well, hospitals have to play a partial role. A physi- 
cian and a nurse practitioner as well needs some hospital-based 
training. 

The real problem is that the need is for training in HMOs, in 
managed care environments, and in clinics. And we have a mis- 
match of what are the educational needs versus the way the funds 
flow to support that. 

Some hospital training is absolutely essential, and hospitals, par- 
ticularly large teaching hospitals, also have numerous outpatient 
clinics as part of them, which are a major source of education for 
both nurse practitioners, residents, and physician’s assistants. So 
you need some of both. 

The problem is that the bulk of the funds flow to the hospital, 
and unless the hospital is willing to support the outpatient training 
in another locus by continuing the salary. Medicare does not pay 
for it. And that is the fundamental mismatch that we have in the 
financing. 
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Hospital training is essential, particularly for surgical specialties, 
for real differential diagnosis of complex cases. So you need both. 

Mr. Christensen. Dr. Carter. 

Mr. Carter. I agree with Dr. Hanft, that the necessity for hos- 
pitals is clearly there. 

As an interesting point, the hospitals that participate in GME for 
nursing are not generally teaching hospitals. These are community 
hospitals. And the nursing program may be the only educational 
proCTam that that hospital offers. 

Those of us that are in systems such as mine at the University 
of Tennessee, where there is a single board that supervises the hos- 
pital and the nursing school, we are privileged to be able to do a 
small piece of that. 

And therefore I think that we need to look very carefully at how 
that happens. But in the same way, the training cannot take place 
in one hospital, which has been unwilling to share the salary for 
that learner, that nurse anesthesia student, to be gone, so it is a 
difficult question to look at. 

Our hospitals, for the most part, do not operate community-based 
systems, and in our State, where TennCare has become our new 
managed care arrangement for our former Medicaid, most of the in- 
dividuals participating are not hospital affiliated. 

Mr. Christensen. Looking at the contributions that teaching 
hospitals make, which ones do you think are absolutely essentim 
for us to preserve? Which ones do you think may be something that 
we could streamline? 

Mr. Altman. Well, that is a difficult — that really is a difficult 
question to answer. 

Teaching hospitals play several very important roles. If you are 
in a big center such as Boston or New York or Houston where you 
have many, one or two less is not going to change the balance of 
that city or the health care. 

But you could have what might be called even a semi-major 
teaching hospital in a middle-size Midwestern city, which is the 
critical deliverer of care in that area and is where most of the indi- 
viduals are trained. 

So I get uncomfortable about using any kind of formula to decide 
which one should go and which one should not. 

In this case, I do believe to the extent that there is this market 
out there — it is not a market that I grew up learning about in eco- 
nomics, but it is a market of sorts, and therefore I think that may 
sort itself out, where the students want to go. If you reduce the 
number of students, you reduce the number of residencies, there 
will be a self-selection process taking place. 

Plus I think some communities are going to hang on hard to 
what even might be viewed from sort of the elite as second-rate in- 
stitutions. They may be very important for their communities, and 
their communities are going to support them. 

So I really could not tell you which institutions should go. 

Ms. Hanft. May I add one thing to that? If you look at family 
medicine residencies, they are basically not based in what we call 
the major 250 or 330 teaching hospitals. Most of those family medi- 
cine residencies come out of the community hospitals, and many of 
them are in smaller communities. That is one area where you cer- 



69 


tainly would not want to upend the current environment. Those 
residencies operate quite differently than the standard residencies 
in the large academic health centers. 

Mr. Christensen. Thank you, Mr. Chairman. 

Mr. Houghton [presiding]. Thank you, Mr. Christensen. 

Dr. Altman, gentlemen, it is nice to see you. Thank you very 
much. 

I just have one specific question I was going to ask before I was 
crowned here to take the chair for the moment. 

I am particularly interested in New York City, and as a matter 
of fact, I am surprised that when Mr. Christensen asked the ques- 
tion, you did not say immediately New York was the obvious place 
where the greatest hospitals should exist and be protected. [Laugh- 
ter.] 

It is not that I am parochial or anything like that. 

But an way, getting to the thrust of my question, health care in 
New York obviously is really dependent upon the Medicare GME 
payments, probably much more so than the average. 

So, you know, people like myself — and I know Mr. Rangel and 
others — would worry about the impact of this whole reformation in 
freezing limits and limiting the number of residents, eliminating, 
foreign medical graduates, limiting payment for the first 3 years, 
cutting indirect adjustment — a big, big difference, because New 
York is different than Chicago, Boston, or Houston. 

So I hate to see just a scythe go through the whole process and 
average it out where there is an undue concentration of teaching, 
research and residency which has to be protected. 

Maybe all of you would like to make a comment on that. 

Mr. Altman. Well, I have looked quite extensively at the special 
interests of New York, and there is absolutely no question about 
it, that for many of these issues there is New York and the rest 
of the country. It is not even like; Well, there is New York and Chi- 
cago or New York and Boston. There is New York. 

And it flows in several important dimensions. One is on the di- 
rect side. The amount of payments per resident is the highest in 
the country in New York. New York depends more heavily on the 
number of foreign-trained residents than any other part of the 
country. They receive a much larger proportionate share of the in- 
direct teaching and the disproportionate share payments. There is 
absolutely no question that if you look at the numbers in New 
York, the impact of Medicare policy has a disproportionate impact 
on the current delivery system. 

I will be glad to share those numbers with you. You probably 
know them. I am sure the medical 

Mr. Houghton. No, I would like to see them. 

Mr. Altman. And how you deal with that is a complicated issue. 

I am not a big believer in averaging. I do not think averaging 
makes sense in this area. I think we ought to decide from a policy 
point of view where you want the system to go. And, you know, in 
defense of New York and Boston and Philadelphia, the Nation 
looks to them to train physicians that go out all over the country. 

So I would not average at all. That does not mean that those 
areas are not going to be affected if you cut back and probably will 



70 


be disproportionately affected. But if you average, it will be an ab- 
solute disaster for them. 

Mr. Houghton. Sure. Dr. Hanft, would you like to make a com- 
ment? 

Ms. Hanft. Yes. I am quite familiar with New York, particularly 
the role both the New York Health and Hospitals Corp. plays in 
both care for the indigent and in their very large role in graduate 
medical education, institutions like Bellevue and Kings County 
Hospital. 

I agree with Stuart that any of these changes will have a dis- 
proportionate effect on New York. But I would also raise the ques- 
tion with New York as to whether they need the number of spe- 
cialty training programs they have in the city, whether there can- 
not be more of a collaborative effort across the number of medical 
schools to share some of those residencies, rather than each one 
having their own institutional spread of residencies through all the 
specialties. 

So I think there is some effort that could be made by the edu- 
cational institutions in New York to begin to soften the blow over 
time. 

Mr. Houghton. Well, in order to have that, if I could just inter- 
rupt for 1 minute — in order to have that effort made, there has got 
to be some sort of incentive. 

Ms. Hanft. Yes. 

Mr. Houghton. So it is either an incentive internally or amongst 
the hospitals there or something which we do. 

How would you suggest going about that? 

Ms. Hanft. Well, as you will recall, some of the suggestions 
made earlier to change graduate medical education was the devel- 
opment of education consortia. And this is one area where New 
York might be a pioneer by getting the Cornells and the NYUs and 
the Mount Sinais and SUNY Downstate to really sit down and 
begin to decide what kind of work force does New York need, and 
how can they, as effective educational institutions, work together 
to begin to phase down areas where they may be producing too 
many specialists and to be able to establish the kind of training 
sites needed for managed care for the community health centers in 
New York and for the other service providers in the city and the 
State. 

You could — Rochester has done a very effective job in outpatient 
training, for example, and in the training of family practitioners. 

Mr. Houghton. Yes. That would not have any impact on a dis- 
proportionate share of funding or something like that because of 
the unique nature of the city. 

Well, look, the time has gone on, and I really appreciate this, and 
maybe we can get some other figures from Stuart on that. 

Mr. Altman. We will be glad to get them for you. 

[The information requested was not received at the time of print- 
ing.] 

Mr. Houghton. That would be great. And I really appreciate 
your time. 

Mr. Altman. Thank you. 

Mr. Houghton. And we will have the next panel. Thank you so 
much. 
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Now I would assume that Messrs. Munson, Jacott, Schwartz, and 
Anderson will come to the table. 

Thank you very much, gentlemen, for being with us. I am sorry 
I am the only one here. There will be others appearing in and out. 
You know, this is a rather peripatetic place. 

But Mr. Munson is the executive director of the University of 
North Carolina Hospitals and speaking on behalf of the Association 
of American Medical Colleges. 

Maybe you would begin. 

STATEMENT OF ERIC B. MUNSON, EXECUTIVE DIRECTOR, UNI- 
VERSITY OF NORTH CAROLINA HOSPITALS, APPEARING ON 

BEHALF OF THE ASSOCIATION OF AMERICAN MEDICAL COL- 
LEGES 

Mr. Munson. Thank you, Mr. Chairman. 

As you said, my name is Eric Munson. I am the chief executive 
officer of UNC Hospitals in Chapel Hill where I am trying to run 
a hospital that the basketball team can be proud of. [Laughter.] 

I am also representing today the Association of Medical Colleges, 
and I appreciate the opportunity to testify on potential changes in 
the Medicare program and their effect on our Nation’s important 
teaching hospitals. 

Specifically I will comment on two Medicare payments to teach- 
ing hospitals, the indirect medical education and the direct grad- 
uate medical education payments. 

Second, I want to call your attention to an issue of urgent and 
increasing concern to teaching hospitals, specifically the Medicare 
average adjusted per capita cost calculation. 

Academic medicine and teaching hospitals are in a period of ex- 
traordinary and tumultuous change. My colleagues and I have en- 
thusiastically engaged in this revolution in health care delivery. 
Further, we are part of a national movement to getting costs under 
control, improving the quality of care, and maintaining an ever- 
expanding access to care to all Americans. 

My written statement includes just a few examples of the strate- 
gic initiatives some of us have undertaken to meet these national 
challenges. 

The teaching hospitals are complex institutions. We have addi- 
tional responsibilities in society that make it harder for us to com- 
pete in an environment where price is the only driving force. 
Teaching hospitals certainly provide patient care, but our care is 
frequently delivered to the most seriously ill, often using more so- 
phisticated technology, and to the most disadvantaged persons in 
our society. 

Everyone of us has an anecdotal experience of an immediate or 
extended family member who has benefited from having been re- 
ferred to one of our country’s many great academic medical centers. 
Your story may involve cancer or organ transplantation or hemo- 
philia or cystic fibrosis or a complicated behavioral problem. We all 
have our stories, and we must remember these stories when we 
think about tinkering with the public program which has enabled 
most of these stories to have happy endings. 

Teaching hospitals are also on the cutting edge of research and 
technology. We provide the environment for the conduct of clinical. 
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biomedical, and behavioral research and the introduction of new 
technologies. 

To some degree, that is one of the historical purposes of the IME 
Medicare adjustment. At UNC hospitals, for example, we have a 
major lung transplantation program, and we may find the cure for 
cystic fibrosis one day soon. 

Our research moves from the lab to the bedside and then into the 
community. I understand that today’s conventional wisdom is that 
we are too expensive. We also know that in today’s scientific age, 
we are priceless. 

Teaching hospitals also serve as sites for the clinical education 
of all types of health care professionals, from physicians to nurses 
to allied health professionals. At UNC hospitals we have over 400 
residents in 20 specialty and subspecialty training programs. We 
have 460 more students learning everything from physical therapy 
to cancer prevention to rehabilitation counseling. 

We are working hard to increase the number of primary care 
physicians we train, and we have decreased the number of spe- 
cialty positions we offer. 

We learned just this week that 59 percent of the 170 UNC grad- 
uating medical students have selected residencies in primary care. 

We continue to operate the country’s finest demonstration of dis- 
persed medical education through our Area Health Education Cen- 
ter. Through the area health education system program, students 
from all four North Carolina medical schools received training ex- 
periences all over the State. 

Not only does this program foster exposure to primary care prac- 
tice models in rural North Carolina, it also sustains the practicing 
professionals who serve as clinical role models in these remote set- 
tings. 

All these additional responsibilities define today’s teaching hos- 
pitals, but they also make our care expensive. Some policymakers 
and many payers expect teaching hospitals to be able to isolate the 
costs associated with their academic mission from the costs of pro- 
viding care. We think that is pretty difficult. 

Teaching hospitals finance these additional activities through a 
complex and delicate system of cross-subsidized revenues derived 
from patient care including payments from the Medicare program. 
In particular, teaching hospitals, including UNC hospitals in Chap- 
el Hill, depend on DOME and IME payments. 

In 1993, UNC hospitals received about $20 million for these two 
categories of pa 3 Tnent, enabling us to fund, for example, an ex- 
panded breast cancer treatment program, losses in the Southeast 
United States’ finest burn center, a new laboratory for gene ther- 
apy, a new training program in emergency medical services, con- 
struction of ambulatoiy primary care training sites for our primary 
care trainees, and placement of clinical work stations in the offices 
of rural primary care providers. 

Increasing competition is making it more difficult to maintain 
our contract with society. In a marketplace where public and pri- 
vate insurers are not required to support their fair share of these 
responsibilities, the Medicare program’s historical explicit pay- 
ments to teaching hospitals take on crucial importance. Reduced 
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Medicare support will make it more difficult for teaching hospitals 
to sustain their role in society. 

On this point, I find it paradoxical and even pathetic that the 
new crop of publicly held managed care companies are so eager to 
hire our product, specifically primary care doctors, but they have 
no interest in talking about the costs of production. 

Medicare and Congress, on the other hand, have recognized from 
the beginning that in order to ensure quality care for the next and 
expanding generation of seniors. Medicare has a responsibility to 
help pay for the next generation of caregivers. Now, in my view, 
is no time to flinch on this contract. 

I would like to now end my comments by turning to the Medicare 
AAPCC methodology, which Representative Stark alluded to earlier 
on and explain how that poses a threat to the future of teaching 
hospitals’ ability to carry out their responsibilities. 

In some areas of the country, as in California, Oregon, Min- 
nesota, and Florida, this threat is real and immediate. In other 
areas such as mine where Medicare risk-based contracting is not 
as prevalent, the urgency of addressing this problem is only coming 
to the attention of teaching hospitals. 

One thing is certain. As time passes and Medicare enrollment in 
risk-based programs grows, this problem will only increase in mag- 
nitude and become more difficult to solve. Failure to address the 
way in which DOME and IME payments and the disproportionate 
share payments are incorporated in the AAPCC calculation poses 
a threat to the financial status of teaching hospitals. Modifying this 
aspect of the calculation would at least partially ameliorate the 
competitive disadvantage that teaching hospitals bring to the nego- 
tiating table. 

I urge you to address this issue in the context of the Medicare 
reform package currently being developed by the subcommittee. 
The AAMC staff would be happy to work with the committee to 
remedy this situation. 

Before I close, I would like to make a personal biased observa- 
tion. Our country’s teaching hospitals — I have worked at three — are 
a national treasure. They are also fragile. In this era of competi- 
tion, greed, and return to shareholders, I believe that those who 
champion education, research, and public service, the very domain 
of government, will be smiling when the last chapter is written. 

Thank you. 

[The prepared statement follows;] 
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TESTIMONY OF ERIC B. MUNSON 
ASSOCIATION OF AMERICAN MEDICAL COLLEGES 

Mr. Chairman and members of «he subcommuiec. 1 am Eric Munson. Executive Director of the Universir>' of Nonh 
Carolina Hospitals in Chapel Hill. The Association of American Medical Colleges (AAMC) welcomes the opporrunity 
to testify on the Medicare program's current law and policies relating to Part A payments for graduate medical education. 
The Association represents all of the nation’s 126 accredited medical schools, approximately 300 major leaching hospitals 
that participate in the Medicare program, the faculty of these institutions through 92 constituent academic society 
members, and the more than 160.000 men and women in medical education as students and residents. In 1992. nonfederal 
members of the AAMC's Council of Teaching Hospitals (COTH) accounted for 6 percent of the nation's hospitals, but 
nearly 2 million, or almost 20 percent, of all Medicare discharges 

Teaching hospitals are among our nation's most complex enterprises They are important components of the nation's 
health care system because they. 

• provide all levels of patient care-from primary to leniary services-often to the most disadvantaged members of our 
society. 

• serve as primary sites for the clinical education of health professionals, including physicians, nurses and allied health 
professionals; and 

• provide the environment for the conduct of clinical biomedical and behavioral research and the introduction of new 
technologies. 

The health care delivery system is evolving as both public and private payers struggle to control health care expenditures, 
and academic medicine is responding positively to the changes in the environment. Teaching hospitals, faculty practice 
plans and medical schools have recognized the need for change within their own organizations and are actively engaged 
in helping to reformulate the health service delivery system, find ways to reduce the rate of increase in health care costs, 
improve accountability, and maintain or improve the quality of clinical service. Teaching hospitals are smdying ways to 
deliver services more efficiently through partnerships with other health care organizations and are seeking new 
arrangements with payers of services. Medical schools, often in conjunction with teaching hospitals, are working 
aggressively ic increase the number of generalist physicians; identify new community-based sites for physician education; 
enhance the curriculum to reflect both new knowledge and new delivery paradigms; and assure the vitality of biomedical 
and behavioral research. 

For example, at the University of Nonh Carolina Hospitals, we are engaged in a number of strategic imtiaiives which 
seek to balance our traditional, statutory, public mission with the contemporary, market driven mandate to be an 
inexpensive provider of health care services. Some of our strategic initiatives include 

• expanding our network of primary care providers, through contracts and acquisition, for both service delivery needs 
and residency training sites; 

• networking with other providers to cast a wider nei for various managed care offerings; 

• collaborating with our medical school faculty colleagues to "sell" our primary, secondary, ternary and quaternary 
services to those purchasers of care with long term commitments to serve our market atea; and 

• markecing specific product lines such as lung transplantation to regional and national buyers as "Centers of 
Excellence " 

With regard to graduate medical education, we are changing the blend of residency training positions available by 
increasing primary care opportunities and decreasing the number of specially slots. We continue to operate the country's 
finest demonstration of dispersed medical education through our Area Health Education System (AHEC) The AHEC 
program provides all four of North Carolina's medical school students with training experiences throughout the state. 
Not only does this program foster exposure to primary care practice models in rural North Carolina, it sustains the 
practicing professionals who serve as the clinical role models in these remote health care settings 

While pursuing all of these strategic initiatives, we continue to service the people of Nonh Carolina as the "coun of last 
resort". ..the place to which the sickest paiicms are sent ..the place to which the poorest patients are sent. ..the place to 
where the cure for cystic fibrosis may be found. ..the place where teenage mothers go for education and health care. We 
know chat today’s conventional wisdom says we are too expensive; we know also that m today's scientific age, we are 
priceless. 

In St Louis, where ihc market is rapidly changing from one based on fee-for-service to managed care payment 
arrangements, St Louis University Health Sciences Center is transforming itself into a more effective institution through 
structural change. The Health Sciences Center has consolidated the clinical practices of its faculty into a single unit to 
promote administrative efficiency and allow the faculty to develop and market product lines to health care purchasers. 
It is also consolidating the newly-reorganized faculty practice group with the hospital into a single provider structure that 
aligns physician and hospital incentives and permits rapid and coherent responses to changes in the market. Soon, this 
new entity will merge with other health care providers in the community who have strong primary care bases and broader 
geographic coverage. This move will provide the Health Sciences Center with access to a sufficient base of covered lives, 
and to a network of providers who can provide ambulatory training opportunities for both medical students and residents. 

In Kansas City, the University of Kansas Medical Center is concentrating not only on restoring health, but keeping people 
healthy through the formation of community-focused networks. KU has joined with other health systems and two Blue 
Cross plans to form a corporation that operates a HMO in a two-state area and seeks to find innovative ways to benefit 
the communities it serves. KU Medical Center also has formed the Jayhawk Health Alliance with seven suburban and 
rural hospitals within 75 miles of the medical center. 

These examples are typical of the actions that teaching hospitals and leaching physicians are taking around the nation to 
adapt lo the new and rapidly changing marketplace. Academic medicine is prepared and willing to meet the delivery 
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system's new imperatives. But in a compeiiiive environment based on price, teaching hospitals and medical schools face 
special challenges because these complex organizations have unique missions that, of necessity, add to their costs. The 
costs of these additional missions are borne in our current system by patient care revenues, including payments from the 
Medicare program, through a system of cross-subsidization. Patient service revenues have supported graduate medical 
education and other academic activities, and payments from paying patients have supported charity care patients. 

The Prospective Payment Assessment Commission (ProPAC). in its March 1995 report to the Congress, notes that as the 
competition among health care delivery providers intensifies, the traditional patterns of subsidies across payers and 
providers will change (page 5). As the overall costs of medical care have risen sharply, private health care payers have 
adopted payment sysiems-such as capitation, aggressive contracting and discouniing-that restrict their payments to cover 
only goods and services they believe are necessary and of identifiable, narrowly defined benefit to their enrollees. These 
types of payment arrangements increasingly do not recognize costs associated with the education and research missions 
of teaching hospitals. 

In the newly price competitive environment, there is pressure on private payers to avoid paying higher paiient care races 
to fund the additional products of teaching hospitals that go beyond direct patient care. The AAMC believes that leaching 
hospitals, who are eager and willing to compete in the marketplace, will at some time in the short term future no longer 
be able to "make up the shortfall" to fund the costs associated with Iheir academic missions through higher charges to 
patients. Revenue data from hospitals belonging to the AAMC's Council of Teaching Hospitals show that private and some 
public payers support about iwo-ihirds to four-fifths of these additional costs primarily through increased charges for 
services However, as ProPAC notes, increasing compietition in the private sector is making it harder for teaching 
facilities to obtain the higher paymeni rates needed to cover the added costs of their graduate medical education programs " 
(page 7). 

In the absence of a marketplace where ail insurers or sponsors of paiient care programs support their fair share of the 
academic mission of teaching hospitals and teaching physicians, the Medicare program's historical, explicit payments to 
teaching hospitals in suppon of their added responsibilities uke on crucial importance. Even though Medicare payments 
support only a portion, between one-fifth and one-ihird-of the costs associated with the academic mission, teaching 
hospitals rely heavily on the two Medicare payments with an educational label: the direct graduate medical education 
(DC3MEI payment and the indirect medical education (IME) adjustment. Reduced Medicare suppon will make it more 
difficult for teaching hospitals to sustain their additional missions. 

The AAMC believes that Congressional decisions on Medicare payment policy should be made in the context of their 
impact on (he entire health care system. As ProPAC indicated in its March 1995 repon; 

Medicare's payment policies must be considered m the context of changes occurring in the financing and delivery of health care. 
Among ihe most significant of these are the giowih of capiuted payment methods and managed care techniques in the private 
insurance market.. Imponanc factors comribuimg to these developments include constraints on payments trom private payers 
and increased competition among providers and payers (page 3). 

While the academic medical community undersunds the Federal govemnem's need and commitment to reducing the 
budget deficit, and the growth in Medicare and Medicaid expenditures, teaching hospitals and teaching physicians would 
be particularly harmed by reduced Medicate support just when they are undergoing major change I am pleased to appear 
before you today to comment on three issues relating to Medicare Part A payments of crucial imponance to teaching 
hospitals: 

• the role of Medicare payments for DOME costs in support of residency (raining. 

• the importance of the Medicare IME adjustment to the financial viability of teaching hospitals; and 

• the methodology for calculating the average adjusted per capita cost (AAPCC), the rate that the Medicare program 
pays to risk contractor HMOs 

Even under normal circumstances these three issues would be important, but they take on especially critical dimensions 
in the current environment. For example, while many proposals to change Medicare payments would affect both leaching 
and non-teaching hospitals, substantial reductions in IME and DGME payments would harm teaching hospitals 
disproportionately, seriously threatening their financial stability and affecting access to care and quality of care received 
by Medicare beneficiaries and other patients. Additionally, failure to address the way in which DOME and IME payments 
and the disproponionaie share (DSH) payment are incorporated in the AAPCC calculation poses a threat to the financial 
status of teaching hospitals 

I urge the members of this subcommittee to consider carefully its Medicare payment policy recommendations. Teaching 
hospitals and teaching physicians play crincal roles in our health care delivery system, and they could be damaged severely 
unless changes are crafted carefully and are based on an extensive understanding of the service, education and research 
missions of academic medicine. 


Direct Graduate Medical Education Payments 

Hospitals that train health professionals have multiple functions. In addition to providing medical care to individual 
patients, these hospitals provide the resources for the clinical education of physicians, nurses, and allied health 
professionals. To provide this formal, expericntially-based clinical training, hospitals incur costs beyond those necessary 
for patient care. These added direct costs include: salaries and fringe benefits for trainees and the faculty who supervise 
them; the salaries and benefits of administrative and clerical staff in the graduate medical education office; and allocated 
institutional overhead costs, such as costs for electricity and maintenance. 
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The Purpose and Hisiorv of die Medicare Direci Graduate Medical Education Payment 

When Congress established the Medicare program in 1965, it acknowledged that educational activities enhanced the quality 
of care in institutions and recognized the need to support residency training programs to help meet the public need for 
fully-trained health professionals. In drafting the initial Medicare legislation. Congress staled' 

Educational activities enhance the quality of care in an instiiuiion. and it is intended, until the community undertakes to bear such 
education costs in some other way, that a pan of the net cost of such activities {including stipends of trainees, as welt as 
compensation of teachers and other costs) should be borne to an appropriate extent by the hospital insurance program t House 
Report . Number 213. 89ih Congress 1st Sess. 32 (1965) and Senate Report . Number 404 Pt ) . 89th Congress. 1st Sess 36 
(1965)) 

Similarly, in the regulations governing the Medicare program, the Secretary of Health. Education and Welfare stated. 

It IS recognized that the costs of such educational activities should be borne by the community. However, many communities 
have not assumed responsibility for financing these programs and it is necessary that support be provided by those purchasing 
health care. Until communities undertake to bear these costs, the program will participate appropriately in the support of these 
activities (42 C.F.R. Section 413.85 {formerly Section 405.421(c)l). 

Thus, since its inception the Medicare program has assumed some responsibility for graduate medical education costs, 
making separate payments to teaching hospitals for ihese costs If there was ever an assumption that the "community " 
would take responsibility for its share of these costs, it certainly is not occurring in the current competitive environment. 

Until the mid 1980s, Medicare paid for its share of DOME costs based on the hospital's historical and reasonable costs 
as determined by an audit. Reimbursement was open-ended in that a proportionate share of "reasonable and allowable " 
DGME costs incurred every year was "passed through" to the Medicare program. DOME payments were also open-ended 
in that there was no restriction on the number of years that Medicare reimbursement would pay for suppon a resident’s 
training. 

In April 1986, Congress passed the Consolidated Omnibus Budget Reconciliation Act (COBRA) of 1985 (P.L, 99-72), 
which dramatically altered the DGME payment methodology. The legislation changed the DGME payment methodology 
from one based on annual historical DGME costs to a prospective per resident amount. The Medicare program now pays 
its proportionate share of a hospital-specific per resident amount based on audited costs from a base year and updated for 
inflation rather than on the basis of DGME costs actually incurred. Today, a hospital’s DGME payment is calculated by 
multiplying the hospital's fixed amount per resident by the current number of residents and then multiplying that result 
by Medicare's share of inpatient days at the hospital. Other legislative and regulatory changes have been made since 
COBRA, but the basic methodology for calculating the DGME payment remains the same. 

In addition to changing the payment methodology. COBRA placed limits on the number of resident trainee years for which 
full Medicare payment would apply. In a subsequent change. Congress chose to restrict full suppon to the direct costs 
of those residents within the minimum number of years of formal training necessary to satisfy the educational requirements 
for initial board cenification, up to a maximum of five years. The five-year count would be suspended, however, for a 
period of up to two years for training in a geriatric residency or fellowship program. Payment for residents beyond either 
the period for initial board cenification or the five-year level are reduced by 50 percent 

The change in DGME payment methodology required by COBRA, which the AAMC did not oppose, terminated the 
previous open-ended commitment to financing graduate medical education. Although COBRA limits DGME payments, 
it still acknowledges the historical scope of direct graduate medical education costs, including the salaries and fringe 
benefits of residents and supervising faculty physicians and institutional overhead costs. 

Proposals to Change Medicare Payments for DGME Costs 

Since the implementation of per resident payments in 1989, policy makers have proposed changes in the methodology to 
encourage residency training in generalist specialties and in non-hospital-based settings. The Association recognizes that 
the present system has not produced the number of generalist physicians that society may need in a reconfigured health 
care system A 1992 Association policy statement calls for: 

. . an overall national goal that a majority of graduating medical students be conunuied to generalise careers (family medicine, 
general iniemal medicine and general pediatrics) and that appropriate efforts be made by all schools so that this goal can be 
reached within the shonesi possible itmc 

The policy document's foundation rests on the implementation of voluntary, private sector initiatives. Among them is 
creating and maintaining incentive programs aimed at individual medical students, resident trainees, and practicing 
physicians as the best methods of inducing career choices in certain specialties. The Association's policy statement 
strongly endorses that private sector organizations and governmental bodies should join together in partnership to eliminate 
the many barriers that exist to meeting the need for generalist physicians. 

With respect to the role of the Federal government, the AAMC policy statement recommends that the Medicare program 
and other third-party payers should adopt other reforms in physician payment designed to compensate generalist physicians 
more equitably by reducing the marked disparity in income expectations stemming from our current system of physician 
payment. A second recommendation is that payment methods for financing the direct costs of graduate medical education 
should not create nor perpetuate barriers to shifting the balance between generalist and non-generalist training. 
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Appropnaic iraining experiences in ambulatory, community-based non-hospital settings are essential to produce competent 
physicians As hospitals encourage shorter stays by more acutely ill patients, training in ambulatory and long-term care 
settings is needed to supplement the educational experience provided in hospitals to assure that residents receive 
comprehensive clinical training. 

The nation's medical schools have imptemenied programs to increase the awareness and attractiveness of generalist 
medicine. New clerkships emphasize more experience in ambulatory settings Courses with a primary care focus have 
been added during the pre-clinical years, and new curriculum strategies, such as primary care tracks and competency-based 
curricula, are being developed and implemented. Role modeling and mentoring opportunities are being provided through 
classes, formal mentoring programs, or the assignment of advisors and the development of primary care interest groups. 
Schools have convened primary care task forces, appointed new Associate Deans for Primary Care, and developed new 
departments of family medicine and divisions of general internal medicine and general pediatrics. 

The AAMC is pleased to report that medical schools’ efforts, in combination with market forces, have been rewarded as 
medical students' interest in generalist practice continues to increase. Although data on medical students' career choice 
from as recently as the graduating class of 1989 show a declining selection of the generalist specialties, more recent data 
signal that medical school graduates continue to notice the changes in the health care environment. In 1994, the 
percentage of medical school graduates indicating their intention to pursue certification in one of the generalist disciplines 
increased again. Of graduating medical students, 22.8 percent indicated an tnieni lo choose a generalist career in 1994 
compared to 14 6 percent in 1992 and 19.3 percent in 1993. In addition, results from the National Residency Matching 
Program (NRMP), released on March 15. 1995. showed that medical students "matched " into family medicine residency 
programs at the highest rate in the NRMP's 43-ycar history'. Over 2.000 graduating seniors from U S. medical schools, 
or 15 4 percent of those seeking first-year residency positions, matched into a family medicine residency This compares 
to 14.0 percent of all U.S seniors in 1994 

Personal incentives such as loan forgiveness, tax benefits, and other inducements, such as narrowing the income gap 
between generalist and non-generalist physicians, are more likely to result m greater numbers of U S. medical school 
graduates entering the generalist disciplines. If monetary incentives are to be provided, they should be aimed at 
individuals, not hospitals and their sponsored residency programs. There are also a variety of federally-sponsored srudeni 
loan repayment programs that could be bolstered. 

Our present system for graduate medical education has much to commend it. The AAMC appreciates the need to study 
different payment policy options. However, it is imponant to note that many options are interrelated in sometimes 
unexpected ways that, if adopted, could result in unintended consequences, such as the need for a regulatory mechanism, 
The need for re-examination notwithstanding. Congress should carefully consider changes in Medicare payment policy 
that would reduce the program's current level of suppon for DOME, and yet fail to encourage the attainment of desirable 
public policy goals, such as an increase in the number of generalist physicians. This is particularly true in light of 
diminishing suppon from other payers and the present unlikelihood of establishing an all-payer fund for graduate medical 
education. 

In addition to proposals to shift the balance of generalist and nongeneralist physicians, policy makers also have expressed 
interest in limiting the variation in hospital-specific per resident amounts Many of these proposals are intended to limit 
the growth tn Medicare expenditures. Among the more frequently mentioned proposals which seem to have captured the 
attention of some policy makers are 

• encouraging the development of non-hospital-based ambulatory training sues by allowing entities other than hospitals 
to receive Medicare DOME payments and changing payment ixiles for the IME adjustment: 

• weighting payments by specially to encourage training in the generalist specialties; 

• constructing a national average per resident payment methodology that would reduce the variation in hospital-specific 
per resident payments; and 

• limiting payments based on certain types or a defined number of residents. 

Each of these proposals and their potential impact on graduate medical education is discussed below 

Encouraging the development of non-hospital-based ambulatory training sites. Increasingly, care that was delivered in 
a hospital inpatient setting is now being provided in clinics, ambulatory surgery centers, community health centers, and 
other alternate sites as health maintenance organizations and other forms of managed care delivery systems command 
a larger share of the health care delivery market, medical educators have recognized that if physicians are to practice 
appropriately in these settings, it is imponant for them to be trained in similar settings. 

Changes are needed to ensure that training sites chosen by residency program directors are selected because (hey offer 
appropriate educational experiences, not because they are more easily funded. Some changes in Medicare DGME funding 
should be considered to encourage residency training in non-hospital, ambulatory sites. The law regarding Medicare 
DGME payments is very explicit in stating chat DGME payments may be made only to hospitals. On the other hand, the 
law and implementing regulations allow hospitals to receive DGME payments for the training of residents in non-hospital, 
ambulatory settings (subject to certain requirements). Although an ambulatory site may not at present receive a Medicare 
payment directly for any DGME costs it might incur, nothing in the law prevents it from negotiating for a payment from 
a hospital for the residents that the non-hospital site accepts. 

The AAMC believes that the funding for graduate medical education should suppon residents and programs in the 
ambulatory and inpatient training sites that are most appropriate for the educational needs of the residents. The 
Association believes that Medicare DGME payments should be made to the entity that incurs the cost. Recipients of 
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payments could be teaching hospitals, medical schools, multi-specialty group practices or other organizations that incur 
training costs. The AAMC strongly encourages the formation of formal associations, or graduate medical education 
consortia, to assure the continuity and coordination of medical education and to serve potentially as the fiscal intermediary 
in distributing payments across various training sites However, the AAMC does not suppon payments being awarded 
airectiy to training programs, since ultimately the organization of which the program is a parr must determine the 
mstirucional commitment to graduate medical education. 

The AAMC urges Congress lo consider modifying Ihe slatuiory requirement lhat only hospitals may receive Medicare 
DOME payments and to permit other entities to receive ihe payment if they incur the cost of training. A paymeni 
iTiethodology would have to be developed based on the costs of training at those sues. To explore ihe issues inherent in 
sLirli ;■ change, the AAMC would suppon an effon to design a research and demonstration project to encourage the 
devv ^prient of new integrated training sues and/or GME consonia. Under the project, the Administration could 
experv,7i^nt and monitor the impact of allowing non-hospital sites to receive DOME payments if they run the training 
pr'jgiams and incur the costs. 

However, shitting residency training to non-hospital sites may negatively impact the level of a hospital’s IME payment 
Many policy makers believe that the IME adjustment in the Medicare inpatient PPS serves as a disincentive to conducting 
graduate medical educalion in non-hospital, ambulatory^ sites. They argue that the current rules governing the couni of 
a hospital s trainees for IME paymeni purposes provide an incentive to keep residents in certain areas of the hospital. 
Hospitals are allowed to count only residents in the PPS-relaied units of the hospital, or its outpatient department. If a 
leaching hospital sends a resident for a training experience loiaiion to a nursing home or a clinic in a rural area, for 
example, the hospital may not count the time that the resident spends in these settings for IME payment purposes. 

The AAMC encourages the elimination of barriers to graduate medical training in non-hospital, ambulatory settings and/or 
inner city and rural sites while maintaining the current instioiiional PPS payment structure. The Medicare [ME 
adjustment, which compensates teaching hospitals for their higher operating costs due to severity of illness, the provision 
of a broader scope and greater intensity of services, and the presence of physicians-in-training is inpatieni-bascd. To 
address ihi.s apparent barrier to development of non-hospiial, ambulatory training Congress could, for example, allow 
hospitals to count hospital ’’sponsored" residents in non-hospiial settings for IME paymeni purposes. To maintain ihe 
budget neutrality of such a change in the counting rules. Congress could require a freeze on the number of inpatient 
residents that the hospital could count for IME payment purposes, setting a limit on the aggregate paymeni. The AAMC 
would be pleased to work with the committee staff to develop this proposal further and to formulate other budget-neutral 
policy options. 

Weighting Payments by Specialty. For several years, some policy makers have proposed changes in Medicare payments 
tor DOME costs that are intended to provide incentives to encourage the training of generalist physicians and to eliminate 
the vjriaiion in hospital-specific per resident amounts. Additionally, these proposals would reduce the Medicare program's 
role in GME funding. 

For example, Medicare DOME payments could be based on a per resident amount lhat would then be weighted based on 
the specialty area lhat a resident is pursuing. Thus, the Medicare program would make a higher payment for a resident 
in a generalist specialty than for a non-generalist resident. Such a proposal, if adopted, would replace the current hospital- 
specific Medicare paymeni methodology with a system based on fewer multiple rates. Thus, a hospital’s total direct GME 
payment would be based not on its costs, but on the specialty mix of its trainees. Some policy analysis believe that these 
types of proposals would not only eliminate the variation in direct GME payments, but also would offer incentives to 
produce more generalist physicians The proposal would attempt to accomplish this policy goal by paying relatively 
favorable amounts for generalist residencies, and subsiamially less favorable paymeni amounts for all other residencies. 

The .Association opposes proposals that are intended to stimulate the production of generalist physicians by weighting 
DOME payinenis by specialty. Although the AAMC strongly supports more individuals entering generalist practice, the 
Association does not believe that this proposal would achieve its intended objective of encouraging the training of more 
generalist physicians. Proposals to weight Medicare DGME payments by specialty would have a negative effect on mo.st 
hospitals’ DGME payments, depending on the hospital’s specialty mix of resident trainees 

Additionally, data on career choices of medical school graduates irKlicate that medical students' selection of residency 
training programs is affected not by Medicare payments to hospitals, but by market conditions and personal suitability to 
a particular specialty. At present, there are more generalist training positions offered to medical school graduates than 
there are interested students to fill them. The task at hand is not to increase the number of generalist training positions, 
but to increase the attractiveness of the training positions already available. 

In its March 1993 report to the Congress, the Physician Payment Review Commission (PPRC) concluded that weighting 
DGME payments to hospitals is undesirable The commission indicated that there was already a sufficient number of 
e.xisting generalist training slots, and weighting would have little influence on hospital management’s and residency 
program directors decision making. 

Changes in physician manpower supply, pressure from both federal and private payers to constrain the growth in health 
care expenditures, and changes in medical care delivery have produced significant tensions for residency and fellowship 
training programs. At the same time, the Association recognizes the frustration of government policy makers in assuring 
the public has access to an appropriate specialty mix of physicians. The AAMC supports strategies to develop additional 
generalist physician manpower, but proposals to weight Medicare DGME payments based on specialty, if enacted, would 
only contribute to the instability of GME funding. Strong residency programs require continuity of effort and stable 
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support. If future generations of Americans are to have appropriate access to well-trained physicians, we must maintain 
and strengthen our medical education system, including its residency training component. 

Consrrucnng a National Average Payment Amount for DOME Cosrs. Last year, during the debate over comprehensive 
health care reform, some policy makers recommended the development of a national average per resident payment 
methodology with payment adjustments for regional differences in wages and/or wage-related costs. In some instances, 
the proposals excluded certain types of costs, such as direct overhead costs or allocated institutional overhead costs. These 
changes were suggested in the context of a package of proposals for graduate medical education reform, including an all- 
payer funding mechanism that was to be separate from payments for patient care services. 

The AAMC supports the continuation of the current Medicare per resident payment method based on hospital-specific 
costs. The AAMC believes that a national average payment method would fail to recognize structural factors that 
legitimately affect a hospital's per resident costs The overall financing of teaching hospitals and medical schools often 
is driven by historic circumstances, which have led to certain costs, especially faculty supervisory costs, being borne 
variably by the medical school or reaching hospital. The diversity of support for the costs of faculty is probably the most 
important reason for the variation in Medicare per resident payments. Additionally, there are legitimate differences in 
educational models depending on the specialty and the institution. Wide variation in per resident amounts exists among 
hospitals in the availability and amount of support from non-hospital sources, including faculty practice earnings and state 
or local government appropriations. While some proposals would adjust the Medicare national average per resident 
payment for differences in wages and other wage-related costs, these other structural factors would not be reflected in the 
national average payment methodology, creating inappropriate winners and losers. 

Last year, at its January 20. l*)94 meeting, ProPAC discussed recommendations on graduate medical education financing 
for its March 1994 report. Commissioners reviewed a staff analysis of graduate medical education costs and payments 
and noted the complexity of the distribution of these payments to hospitals. Chairman Stuart H. Altman. Ph.D., cautioned 
those who prefer moving to a naiional average payment methodology for residency costs without incorporating a number 
of adjustments in the payment system. Pointing to the commission’s eleven-year experience with the prospective payment 
system-the first attempt by the federal government to standardize payments based on national averages-Dr. Altman noted 
how many adjustments had been added to the PPS over the years to achieve payment equity. ProPAC's preliminary 
analysis of graduate medical education costs found significant relationships between per resident costs and hospital size; 
its share of full-time equivalent residents in the outpatient setting, its share of costs related to faculty physicians' salaries: 
geographic region; location in a metropolitan statistical area; and area wages. 

The AAMC also suppons the current methodology because it recognizes all types of costs, including salaries and fringe 
benefits of the faculty who supervise the residents, direct overhead costs, such as malpractice costs, and the salaries and 
benefits of administrative and clerical support staff in the graduate medical education office; and allocated institutional 
overhead costs, such as costs for maintenance and utilities. The AAMC opposes proposals to exclude cenain types of 
DOME costs, such as faculty supervision costs or overhead costs, from the calculation of the Medicare per resident 
amount. The AAMC believes the level of payment should recognize all types of costs, including direct overhead costs, 
such as malpractice costs, and clerical support The current method recognizes the diversity in how graduate medical 
education is organized and financed. Further, ample faculty supervision is necessary to monitor appropriately residents' 
development in an environment of rapidly changing patterns of practice. Graduate medical education in all specialties is 
based on the premise that residents learn best by participating, under supervision, in the day-to-day care of patients. 
Supervising physicians must judge the clinical capabilities of residents, provide residents with the oppormnities to exercise 
progressively greater independence, and ensure that the care of patients is not compromised This supervising 
responsibility requires substantial time and commitment, and must be compensated 

The AAMC believes that, within these policy parameters, consideration should be given to changes that would ensure 
equitable, economically justified payments among training sites. The AAMC intends to pursue the development of 
alternative payment proposals that would recognize the significant diversity across insiinitions that participate in graduate 
medical education. For example, one suggested aliernaiive has been to develop a methodology that pays hospital-specific 
costs within a payment corridor, such as within two standard deviations of the average per resident amount. The AAMC 
would be pleased to share our payment policy proposals with subcommiucc members and staff, and with the administration 
as the policy options are refined. 

Limiting Payments Based on Certain Types or a Defined Number of Residents. Education in the practice of medicine 
includes both undergraduate medical education in a medical school and graduate medical education in a teaching hospital 
or other clinical site. Because medicine involves a number of different ^ecialties, each specialty area has developed its 
own residency training period. The AAMC believes that the variable length of training for each specially area is 
appropriate and in the national interest, but recognizes that Medicare payment policies must be balanced. Some policy 
makers have proposed imposing additional limns on rhe length of time for which the Medicare program should provide 
its support. 

Currently, the Medicare program limits the number of years for which it will provide full support. Congress has 
restricted full support to the direct costs of those residents within the minimum number of years of formal traming 
necessary to satisfy the educational requirements for initial board cenificaiion, up to a maximum of five years. 

As noted earlier, the limit is waived for a period of up to two years for training in a geriatric residency or fellowship 
program. Payment for residents beyond either the period for initial boaixl certification or the five-year level are reduced 
by 50 percent. 
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The AAWC believes chat any further limitaiion on Medicare support for graduate medical educauon should not be 
arbitrary or inconsistent with adequate minimal residency training. For example, some have suggested that the Medicare 
pii'gram should pay only through the period required for initial board cenificaiion in a specially or pay only for a three- 
year period, regardless of the specialty. Because the initial skills and techniques needed by different specialties require 
different lengths of training, the AAMC believes that support through initial board eligibility is an essential minimum 
training period that every patient service payer should help finance 

In Its Marcii 1993 report, FPRC also ’ rejected as unwise the options of paying only for primary care positions or only 
for the first three years of training" {page 66). While the commission was aware of the need to increase the proportion 
of generalist physicians, it concluded that the nation would continue to require well-lrained physicians in all specialties, 
and that such a policy would not be "sufficienily flexible” If changes in the health needs of the population called for 
physicun: in specialties that required more than three years of training. 

li should be noted that paying only through the period prior lo initial board eligibility, or paying for three-years regardless 
of specially, would result in a poieniiai interaction with other areas of Medicare payment policy, notably in the Pan B 
component. If Medicare Part A payments were limited to the initial board eligibility required to become a competent 
practitioner, advanced residents could be thought of as physicians in the early years of practice whose services could be 
supported from the physician component of Medicare. Consequently, if residents beyond initial board eligibility or beyond 
three years could not be counted for Part A hospital payments, then individuals in residency years which would not be 
included ;n a hospital's payments should or could be allowed to bill under Part B for services rendered. 

As long ago as 1976, ihe Institute of Medicine (lOM), m a study on Medicare and Medicaid reimbursement policies, 
recommended a similar payment method, called the "unified method of payment." for certain insntutions Under this 
method, licensed physicians-boih teaching physicians and house officcrs-would be allowed to bill fees for services 
rendered. The lOM report also maintained that whether the teaching physician or the house officer delivered the service 
should not affect the level of payment for the service provided. Residents who had not completed the first-year of post- 
MD/DO training for the second-year based on state licensure requirements) would be paid on a Pan A basis to the 
hospital. Such proposals raise questions about the role of faculty supervision in graduate medical education, If policy 
.makers consider imposing funher restrictions on payments beyond the current five-year or initial board eligibility period, 
then the potential impact on total Medicare payments, including Pan B payments, also should be understood, 

.Another proposal made by some policy makers is to limit Medicare DGME payments only to graduates of U S medical 
and osteopathic schools. They point to a growing consensus that U S. medical and osteopathic schools are training an 
.idequate number of physicians for our nation and that an excessive number of foreign-trained physicians are entering 
residency programs in the U S. where they are supported by patient service revenues, including Medicare payments. 

It should be undcistood that for some hospitals, where residents provide a large proportion of patient services, the 
immediate elimination of Medicare support for international medical graduates UMGs) would cause substantial access and 
service problems for Medicare enroliees. One of the issues that policy makers would need to address in enacting such 
a change would be the implementation of a process and a time table so that patient access to services would not be reduced 
precipitously Additionally, a gradual transition period with adequate, permanent replacement funding would be needed 
to enable hospitals and their medical staff to modify programs, personnel, and services while maintaining access to patient 
care. 

A third proposal advanced by some policy makers would limit Medicare DOME payments to a defined number of 
residents. One option could be to limit payment to the current number of residents in the training system More 
aggres.sive options might be to place an aggregate limit on the total number of positions, for example the number of U .S 
graduates plus some additional percentage. Policy makers should understand that this latter proposal requires the 
establishment of regulatory mechanisms to allocate the funding among training institutions. 

Graduate medical education rests upon a relatively fragile interweaving of multiple institutional capabilities, individual 
goals, foregone compensation and personal iniiiaiive. ll is a system that could be easily damaged unless any changes to 
it arc carefully crafted and are based on an extensive understanding of both the nature of the teaching hospitals in which 
it IS conducied and the nature of graduate medical education itself 

Indirect Medical Education (1M£) Adjustment 

The P.urpose of the IME Adjustment 

Since the inception of the Medicare prospective payment system (PPS) in 1983, Congress has recognized that the 
additional missions of teaching hospitals increase their costs and has supplemented Medicare inpatient payments to teaching 
hospitals with the indirect medical education (IME) adjustment The AAMC believes that the IME adjusonent is an 
important equity factor that recognizes the additional roles and costs of teaching hospitals. While its label has led many 
to believe that this adjustment compensates hospiuls solely for graduate medical education, its purpose is much broader, 
Both the House Ways and Means and the Senate Finance Committees specifically identified the rationale behind the 
adjustment. 

Tliis adjusimeni is provided in light of doubts. ..about the ability of the ORG case classification system to account fully for 
factors such as severity of illness of patients requiring the specialized services and treatment programs provided by teaching 
institutions and the additional costs associated with the teaching of residents. . the adjustment for indirect medical education 
costs is only a proxy to account for a number of factors which may legitimately increase costs in teaching hospitals (House 
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Ways and Means Commiiice Repon. Number 98-25, March 4, 1983 and Senate Finance Cornmittee Report, Number 98-23, 
March 1 1, 1983) 

The IME adjustment should not be confused with the Medicare payment for DOME costs. Payments for Medicare's share 
of the direct costs of graduate medical education programs are separate from the PPS. 

Since the inception of the PPS, the IME adjustment has been reduced twice from its original level of 11.59 percent (a 
reduction of 30 percent), and the executive and legislative branches have proposed further reductions in the level of the 
IME adjustment. These proposals have been based on calculations using a variety of regression models, more current 
data, and different combinations of variables In January 1989 the General Accounting Office (GAO) issued a report that 
estimated the size of the IME adjustment using various regression specifications and called for a reduction in the level 
of the adjustment. Every year since 1989, ProPAC has recommended a gradual reduction in the level of the adjustment. 

In recent years, however, Congress has indicated that the level of the JME adjustment should reflect the broader mission 
and overall financial viability of teaching hospitals to assure access and quality of care for Medicare beneficiaries and other 
patients. Similarly. ProPAC has recognized that the financial success or failure of teaching hospitals could affect access 
to care and quality of care, and in making its recommendations has tried to assure "rough justice " among hospital groups. 
"Rough Justice" refers to a policy objective of assuring roughly comparable total margins for teaching and non-teaching 
hospitals. 

While PPS operating margins' for teaching hospitals are on average higher than those for non-teaching hospitals, leaching 
hospitals' total margins have remained consistently lower than non-teaching hospitals' total margins. As analyzed by 
ProPAC in its June 1994 report and shown in Table A below, data from the ninth-year of PPS (1992-93), the most 
complete information publicly available, show that average PPS margins for non-teaching hospitals were minus 6.4 
percent, but total margins were plus 4.7 percent. Major teaching hospitals, however, posted PPS operating margins of 
8.0 percent, but their average total margins were substantially lower at 3.0 percent. The average total margin for all 
hospitals was 4.1 percent. 


Table A 

PPS Operating Mai^jns and Total Mai^ios, by Hospital Group, PPS 9 


Hospital Group 

PPS Margin 

Total Margin 

Major Teaching 

8.0% 

3,0% 

Other Teaching 

-2.2 

4.0 

Non-ceaching 

-6.4 

4.7 


Source: ProPAC analysis of Medicare Cost Repon data from the Health Care Financing Administration. 

A more recent ProPAC analysis of preliminary and unpublished data from the tenth-year of PPS (1993-94) shows the 
same relationship between financial margins and teaching status. Major teaching hospitals (hospitals with resident-to-bed 
ratios over .25) which are underrepresented in the incomplete tenth-year database, had PPS margins of plus 1 1 .2 percent, 
but recorded average total margins of plus 18 percent. Other teaching hospitals, those with IRBs of less than 0.25, had 
average PPS margins of minus 0.8 percent and total margins of plus 4,4 percent. Non-teaching hospitals had the lowest 
PPS margins at minus 5.9 percent, but posted the highest total margins at plus 4.8 percent. 


The AAMC is greatly concerned that some policy makers have concluded that the IME adjustment could be reduced 
substantially without threatening the financial viability of teaching hospitals. The AAMC does not agree with this 
perspective and believes that a reduction of the IME adjustment would seriously undermine the financial stability of 
leaching hospitals. While a review of FY 94 financial data supplied by 91 hospitals belonging to the AAMC's Council 
of Teaching Hospitals (COTH) suggests that some leaching hospitals are performing well financially, a closer examination 
reveals that their total margins have been relatively stable for three years and are comparable to the total margins of non- 
teaching hospitals. Increases in the average PPS margin have contributed to stable aggregate total margins over the 
period. 

PPS margins for this group of 91 teaching hospitals, all but 19 of which are "major leaching" hospitals, increased in 
1994. "Major teaching” hospitals are defined as those having resident-io-bed ratios of 0.25 or greater. Average PPS 
margins increased from 3.70 percent in 1992 to 11.75 percent in 1994. Of the 91 hospitals, 16 (18 percent) reported 
lower PPS margins in 1994 than in 1993. While 37 hospitals had negative PPS margins in 1992, only 15 hospitals had 
PPS margins less than zero in 1994. More importantly, however, the average total margin for this group has remained 
fairly stable (between 4.60 and 5.12 percent) over the three-year period. 


'Tbe PPS maigiii is dermed as PPS revenue (DRC paymem. dispioponionaie share payment. IME payment, outlier and 'high End Stage Renal Disease [ESRD] 
use' payments) less Medicare mpadeni operaung costs, divided by PPS revenue. The PPS margin dermiQon excludes Medicare revenues and costs associated with 
capital, direct medical educaaon. PPS exempt patieni care units, and some other categories. Because payments for most of these cost components {except c^iital) are 
made on a cost reimbursement basis, the margins for these items caitnoi be positive. Hieierore. the margins for Medicare inpatient beneficianes are less than the PPS 
margins shown m this analysis. 
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Any reduction in the IME adjustment would substantially harm teaching hospitals, destroying the "rough Justice" that has 
been achieved with the current level of the IME adjustment. On average. PPS margins calculated without the IME or 
DSH payment adjustmenis--buc with only DRG. outlier and "high end stage renal disease (ESRD) use ' payments--are 
minus 31.76 percent. The IME adjustment makes a significant contribution to reducing what would have been large 
losses, increasing the average PPS margin from minus 31.76 to plus 0.96 percent. The addition of the DSH payment to 
the margin calculation moves the average PPS margin to plus 1 1.75 percent. If the IME adjustment is reduced from 7.7 
to 3.0 percent, as proposed by the Republican House Budget Committee alternative budget for FY 95, the average PPS 
margin would fall from a positive 1 1 .75 to a negative 1 .49 percent, a reduction of 13.24 percentage points. 

Most importani. if the IME adjustment were reduced to 3 0 percent, the impact on average iota! margins would be 
substantial. The average total margin in 1994 would fall from 5. 1 percent to 2.8 percent, a decrease of 2.3 percentage 
points. At 6.7 percent, ProPAC’s recommendation for FY 96, and 4.5 percent IME levels, average total margins would 
be 4.6 and 3.5 percent, respectively. The calculation assumes no change in the hospital's 1994 intern and resideni-to-bed 
ratio and no other changes in Medicare payment policy 

Congressional mandates extending Medicaid coverage to broader populations which previously may have been categorized 
as indigent patients, combined with favorable changes in Medicaid payment policy, may have contributed to these 
hospitals’ improved total margins during this period. However, recently mandated limits on the amount of Federal funding 
available for Medicaid disproportionate share payments has moderated or will reverse this pattern. In addition, the 
continued growth in managed care arrangements, which often do not recognize the training and other special costs incurred 
by teaching hospitals , and pressure by third-party payers to discount high cost tertiary services , threaten teaching hospitals ' 
financial subiliry. 

The IME payment is an importani equity factor in the Medicare PPS. compensating leaching hospitals for the higher 
panent care costs they incur as a result of the severity of their patients' illnesses, the scope of services provided and the 
impact of educational programs on hospital operating costs. Last year, some policy makers argued that in a reformed 
he.ii.n care system in which more individuals would have health insurance coverage and in which all payers would 
contribute to .t ftmd for patient care costs associated with the academic mission, a significant reduction in Medicare (ME 
payn.riits would be justified. One year later, at the current level of IME paymems. "rough justice" appears to have been 
achieved, but the number of uninsured and under-insured is growing and prospects for the creation of an all-payer fund 
for costs associated with the academic mission are dim. 

Teaching instimtions are vital national and community resources, often taking care of the most disadvantaged members 
of society. Yet their overall financial viability, on average, tends to be more precarious than non-teaching hospitals. 
The AAMC has noted repeatedly the purpose of the IME adjustment ts to recognize factors that increase costs in teaching 
hospitals and ensure these hospitals' overall financial viability. Analysis by government and private researchers 
consistently has shown an empirical basis for a differential payment to teaching hospitals based on their costs. The 
justification for a special adjustment for these institutions traces back to the Medicare routine cost limits of the late 1970s 
and the inception of the PPS in 1983. Even if the health care system is reformed to improve access. legitimate cost 
differences between teaching and non-teaching hospitals will continue to exist. Teaching hospitals continue to have higher 
inpatient operating costs because of the types of patients they treat, services they offer, biomedical research they conduct, 
and residents they teach 

The IME adjustment was originally developed to create a "level playing field " for teaching and non-teaching hospitals. 
It serves as a proxy to adjust for inadequacies in the PPS. including: 

• inadequate recognition of differences within a given DRG of the complc.xity of disease, intensity of care required, and 
resources utilized by patients in teaching hospitals. 

• non-recognition of the teaching hospital’s costs of maintaining a broader scope of services, stand-by capacity for 
episodic needs (e g. trauma services) and the capacity to provide specialized regional services; 

• failure of the wage adjustment to account for differences between central city and suburban wage rates within 
metropolitan areas; 

■ unavoidable decreases in productivity stemming from the presence of physician trainees; and 

• additional ancillary services ordered by physician trainees as they learn how to diagnose and treat patients efficiently. 

The AAMC strongly supports the imponance of considering other factors, such as aggregate financial performance, in 
addition to an empirical estimate in determining the level of the IME adjustment. Teaching hospitals are under the same 
budgetary pressures as other hospitals to provide care efficiently; moreover, they must also fulfill their unique educational 
and service missions, including provision of healthcare to the poor. The current IME adjustment of 7,7 percent for each 
0 1 increase in the number of residents-to-beds represents a substantial reduction of over 30 percent, or nearly 4 
percentage points, from the original adjustment of 1 1 .59 percent. Teaching hospitals have coped with the decreased rate, 
but in the current health services delivery environment, they will not be able to withstand funher reductions without 
making substantial changes in the programs and services that they offer 

A reduction in the IME adjustment would hinder teaching hospitals' capability to suppon adverse selection within the 
DRGs, high technology care, high cost services for referred patients, and unique corrununity services such as bum and 
trauma units. The AAMC continues to oppose any reduction in the indirect medical education adjustment and urges the 
Congress to consider carefully (he impact of a reduction in the adjustment on all teaching hospitals. 
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Average Adjusted Per Capita Cost (AAPCC) 

As ihe delivery sysiem moves toward capitated payments for covered lives, separating the payment for DOME costs and 
for patient care costs attributable to the special roles of teaching hospitals from patient care revenue becomes necessary. 
The AAMC believes that the current method of calculating the Medicare AAPCC. the rate that the program pays to risk 
contractor HMOs, results in a payment system that creates an uneven playing field between leaching and non-teaching 
hospitals. 

The AAPCC calculation includes all Medicare fee-for-servlce expenditures, specifically the DOME payment, the IME 
payment and the DSH payment. These payments are iniended respectively to compensate hospitals for specific missions 
(graduate medical education), or for providing services to atypical patients who are severely ill or are of low-income 
socioeconomic status. 

Once these payments have been included in the AAPCC and paid to an HMO, there is no assurance that these dollars are 
used for the purposes iniended by the Congress. Thus, teaching hospitals are at a competitive disadvantage when they 
attempt to contract with HMOs because the HMOs receive the same AAPCC amount regardless of with whom the HMO 
has a contract. Teaching hospitals have higher patient care costs associated with their additional missions. The Medicare 
payment sysiem recognizes these higher costs through the IME and the DSH adjustments and the DOME payment. 

ProPAC recently noted this problem in its March 1995 repon to ihe Congress: 

Medicare's capitated payment under us managed care risk contacting program does not appropriately distribute payments for 
the costs of leaching programs or of caring for a disproponionate share of low-income patients. The capitated rate reflects the 
extra Medicare payments provided to teaching and disproportionate share hospitals in the fee-for-service sector, regardless of 
whether Medicare enrollees receive care m those hospiuls. The relationship between HMOs and the leaching and disproportionate 
share hospitals in their service area warrants further evaluation (pages 7-8). 

The AAMC believes that the IME. DSH and DOME payments should be excluded from the calculation of the risk 
payment rates and paid to a teaching hospital directly when the Medicare HMO enroilee actually incurs a bed day in the 
teaching facility. Simply put, if the teaching hospital provides the service, it should receive the IME. DSH and or DOME 
payments directly whether the service is provided to Medicare beneficiaries under the prospective payment sysiem or 
through HMOs with risk contracts. 

The AAMC urges the Congress to address this methodological issue in an urgent manner as pan of its package of 
proposals to reform the Medicare program. The Association recognizes that while this problem is more prevalent in some 
pans of the country than in others, it will be increasingly difficult to resolve as national enrollment in Medicare risk-based 
HMOs grows. In addition, the Congress should require ProPAC, as pan of its analysis, to develop a methodology for 
removing these costs from the calculation of the AAPCC and for paying them directly to teaching hospitals when services 
are delivered to Medicare HMO patients. The Association is pleased that ProPAC has sianed to analyze how the 
Medicare program pays risk contractors and the deficiencies of the AAPCC methodology. The AAMC believes that 
modifying the AAPCC calculation would at least partially ameliorate the competitive disadvantage that teaching hospitals 
bring to the negotiating table, remove barriers to expanding HMO use among Medicare beneficiaries and strengthen the 
existing, risk-based coordinated care program. 


Cooclusimi 

The AAMC regrets that the possibility of establishing all-payer funds for the special missions of teaching hospitals and 
medical schools apparently has diminished in the past year. At the same time, all evidence indicates that the health care 
delivery system will continue to emphasize price competition, challenging the financial viability of teaching hospitals and 
teaching physicians. The AAMC is deeply concerned that the fundamental structural changes now occurring in the health 
delivery system will undermine the ability of academic medicine to adapt to the new environment and to fulfill its unique 
missions. 

Academic medicine consists of a diverse group of highly complex institutions providing the environment and resources 
for medical education and research for the nation and providing both basic and tertiary patient care services. The current 
emphasis cn re-examining national policies in light of limited public resources places these insiituiiono and their vital 
activities at risk if their special roles and nature are not appreciated. 

National policy on health care delivery and payment must recognize the unique characteristics and diversity of leaching 
hospitals and teaching physicians so that their fundamental missions can be preserved. Reductions in Medicare payments 
to leaching hospitals and leaching physicians will undermine the ability of these institutions to fulfill their multiple 
responsibilities at the same time they are struggling to adapt to a new delivery environment. Academic medicine supports 
those changes that assure the provision of high quality health care in a cost effective delivery system, a vibrant research 
capability and the capacity to educate outstanding practitioners. Academic institutions need the understanding and support 
of society to fulfill their obligations. The AAMC looks forward to working with the members of the committee and their 
staff to meet these common goals. 
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Mr. Christensen [presiding]. Thank you, Mr. Munson. And Dr. 
Jacott 

STATEMENT OF WILLIAM E. JACOTT, MJ)., UNIVERSITY OF 

MINNESOTA, MEMBER, BOARD OF TRUSTEES, AMERICAN 

MEDICAL ASSOCIATION 

Dr. Jacott. Good afternoon, Mr. Chairman. I am William Jacott. 
I am a family physician, and I am associate provost for the aca- 
demic health center at the University of Minnesota in Minneapolis. 
Today, however, I am speaking as a trustee of the American Medi- 
cal Association. 

As we have learned by the discussion this morning, graduate 
medical education is really a complex system. Any discussion of 
GME involves those issues such as the physician work force plan- 
ning, quality of care, charity care, and specialty choice. I will focus 
today, however, on financing mechanisms that you, as a committee, 
will be examining. I want to offer you a structure for analyzing this 
complex issue. I will discuss several principles that the AMA has 
endorsed and a suggested first step for implementation. These and 
other guiding principles are further elaborated in our written testi- 
mony. 

There are no easy answers here, but there is one overriding 
goal — for Americans to be confident about the training and edu- 
cation that their physicians receive. But to do this, we must ensure 
stability and accountability in funding of graduate medical edu- 
cation. 

Our first principle, one mentioned earlier and several times, is 
that all third-party payers should pay their fair share for GME. 
That is all third-party payers, private as well as public. 

You have heard in testimony earlier today about direct and indi- 
rect payments to hospitals and especially to those large tertiary 
care institutions affiliated with medical schools like ours at the 
University of Minnesota. Right now. Medicare is the single largest 
payer for GME. It pays about half of the total cost. 

Private third-party payers often do not pay their fair share to 
support graduate medical education, education from which they 
continue to profit. Hospitals negotiate discount contracts with cer- 
tain private third-party payers and they do this to maintain their 
market share. But because these contracts rarely include provision 
for paying a share of the hospital’s GME cost, the costs get shifted. 
The discount contractor provides no GME support, but benefits 
from medical resident service. 

The AMA believes that there should be some kind of accountabil- 
ity and fairness here. We think that there should be explicit and 
uniform contributions from all payers for GME. And one way to do 
this is to require all payers to adopt an approach that is similar 
to the Medicare methodology for determining their share of the di- 
rect costs of GME. 

Our second principle: We should continue the current system of 
linking GME payments to patient care services. Many GME pro- 
grams are moving to alternative sites for delivery of care and edu- 
cation. We ought to have the payments in those cases follow the 
patients and the resident physician who is providing that patient’s 
care. And that means if the patient gets his or her care at an am- 
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bulatory clinic or a nursing home or a rural health clinic, then that 
facility should receive the pajonent. 

This has the further benent of encouraging physician training in 
“nontraditional” sites, a subject that was discussed earlier this 
morning, with decided emphasis on primary care. Physicians in 
training benefit because they are better prepared to practice in any 
evolving health care delivery system. Patients benefit because of 
the increased availability of care. 

The National Resident Matching Program just reported on March 
15 that over half of medical student seniors have chosen primary 
care as their initial training. Some of these students, however, may 
later choose subspecialty training. But it is clear that student 
choices are responding to the marketplace. And GME training op- 
portunities ought to support these choices. 

The AMA recommends that HCFA revise its regulations govern- 
ing Medicare direct medical education payments to teaching hos- 
pitals. There are some wide variations in claim costs, largely due 
to the imprecise nature of regulations currently governing what di- 
rect costs are allowable. More parity in payment needs to be devel- 
oped. All payers, including Medicare, should be assured that they 
are paying legitimate GME costs. This accountability is only fair if 
we expect all payers to contribute their fair share to the costs. 

In conclusion, Mr. Chairman, the AMA believes that the changes 
I have articulated today are warranted in order to control GME 
costs. We want to stabilize GME funding so we can assure a qual- 
ity national physician work force for our patients. 

We appreciate, with your approval, Mr. Chairman, the oppor- 
tunity to supply additional comments for the record, and I would 
be pleased to answer questions. 

Thank you. 

Mr. Christensen. Thank you, Dr. Jacott. Your full testimony 
will be submitted for the record. 

[The prepared statement follows;] 
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Statement 
of the 

American Medical Association 
to the 

Subcommittee on Health 
Committee on Ways and Means 

U.S. House of Representatives 

R£: Financing Graduate Medical Education 

William E. Jacott, MD 

March 23, 1995 


Mr. Chairman and Members of the Subcommittee; 

My name is William E. Jacotc, MD. I am a family physician, Assistant Vice President for 
the Academic Health Center at the University of Minnesota, and a member of the Board of 
Trustees of (he American Medical Association (AMA). On behalf of the 300,000 physician 
and medical student members of the AMA, I’m pleased to have this opportunity to testify 
regarding issues of graduate medical education (GME) financing and physician workforce 
planning. My testimony will briefly review how GME is currently financed and some of the 
problems that have arisen as a result of that financing system. I will then offer guidelines 
and recommendations developed by the AMA for improving this system while preserving iis 
stability and the essential functions of training medical personnel for future generations. 

Background Information 

Graduate medical education (GME) is an essential component of the formal education of the 
physician. Graduates of U.S, medical schools are required to complete at least one year of 
GME by all jurisdictions before being able to obtain a license to practice, and 2 or 3 years of 
GME in several jurisdictions. Graduates of foreign medical schools are required to have 3 
years of GME by half of the 54 jurisdictions and either I or 2 years by the other half. 
Physicians must successfully complete a GME program accredited by the Accreditation 
Council for Graduate Medical Education (ACGME) in order to be eligible for certification in 
one of the specialties of medicine, for which training ranges from a minimum of 3 years to 
as long as 8 years. Physicians may be licensed, however, without successfully completing 
all years of an accredited GME program. 

During the past two decades, the GME "system" has increased in size and scope. At 
present, there are some 7,277 individual GME programs conducted in over 1,500 medical 
facilities. Approximately 1014 institutions, of which 85% are hospitals, sponsor GME 
programs in one or more of the specialties of medicine. The majority of GME is conducted 
in large tertiary care hospitals affiliated with the nation's medical schools. 
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As of 1993, there were 97,300 resident physicians enrolled in ACGME-accredited GME 
programs in this country. Approximately 74% of those resident physicians were graduates of 
U.S. or Canadian medical schools accredited by the Liaison Committee on Medical 
Education (LCME), 3% were graduates of U.S. osteopathic schools, and 23% were 
graduates of foreign medical schools not accredited by the LCME. Almost one*third of the 
total resident physicians on duty were enrolled in approved residencies in internal medicine 
or internal medicine subspeciallies. And, as reponed as recently as March 15th, 1995, by 
the National Resident Matching Program, this year more than half of U.S. medical student 
seniors have signed up for initial residency training in primary care — that is, in family 
practice, internal medicine and pediatrics.' While some of these students will continue to 
enter subspecialty training, it is clear that student choices are responding to the changing 
marketplace. 

The responsibility for the oversight of this large and extremely important educational 
enterprise is widely diffused. GME program directors, hospital service chiefs, medical 
school department chairs, and the administrators of medical facilities currently have a great 
deal of autonomy in determining the size and mix of the GME programs sponsored by a 
given facility. The ACGME is responsible for establishing accreditation standards in the 
approved residency training programs and accrediting individual GME programs. Individual 
Residency Review Committees (RRCs). which are comprised of representatives appointed 
upon nomination by the AMA, the appropriate specially board, and. in a majority of cases, a 
specialty society, are responsible for assuring these standards are met. 

GME Financing 

GME is largely financed from patient care revenues generated by teaching hospitals. 

Medicare is the only third-party payor that reimburses hospitals separately for GME costs. 
Although Blue Cross plans and commercial insurance companies generally recognize that 
GME costs are built into the rales they pay teaching hospitals, they do not require that these 
costs be explicitly identified for separate reimbursement. Health maintenance organizations 
(HMOs), preferred provider organizations (PPOs), and self-insured industry or government 
plans are generally unconcerned about the individual components of provider costs, 
particularly GME costs, as long as they are able to obtain competitive prices by negotiating 
discounts from slated charges. With the exception of Medicare, there is no way to document 
precisely the actual contribution that each payor whose beneficiaries use the services of 
resident physicians in teaching hospitals makes to the financing of an institution’s GME 
costs. It is reasonable to conclude, in fact, that a significant portion of HMOs. PPOs, and 
self-insured plans do not contribute to the financing of GME. 

The federal government is the single largest contributor to the total costs of GME in the 
country. The Medicare program pays approximately 30% of the direct costs of GME in non- 
federal leaching hospitals. The Department of Veterans Affairs (VA) and Aimed Forces 
finance GME programs operated in VA and military hospitals. These federal hospitals 
sponsor approximately 10% of all GME positions in the country. Through grants provided 
under Title VII of the Public Health Services Act. the federal government also subsidizes 
some of the costs of GME programs in family medicine, general internal medicine, and 
general pediatrics. Finally, the federal government provides an additional contribution to the 


The AMA also recognizes Obstetrics-Gynecology as a primary care specialty. 
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financing of GME costs of non-federal hospitals to the degree that slate Medicaid programs 
actually contribute to the financing of GME costs. Although exact figures are hard to obtain, 
the federal government, in the aggregate, finances approximately one-half of the total direct 
costs of GME in the country. 

The methods of financing GME largely dictate the current nature of the GME system. As 
noted above, the great majority of GME costs are financed from hospitals’ patient care 
revenues; thus, programs lend to be hospital-based. Over the years, the allocation of these 
funds has been heavily influenced by program directors, service chiefs, and department 
chairs, who have been primarily interested in providing resident physician coverage for 
increasingly specialized impatient services. As a result, the GME system became heavily 
oriented toward inpatient-based, highly specialized training in tertiary care institutions. The 
current methods of financing GME have made it difficult to establish primary care GME 
programs in settings other than hospitals, such as non-hospital based ambulatory settings and 
rural health clinics. 

Improving GME Financing 

During the past decade, government concerns about the long-term financial integrity of the 
Medicare program and attendant changes in the financing of health care in both the private 
and public sectors have focused a great deal of attention on the financing of GME. The 
sequence of events that led to this situation reveals the compelling reasons for reform in 
GME financing. In 1983, the Congress, prompted by the need to control the rate of growth 
in Medicare expenditures, reformed Medicare policies governing Part A payment to hospitals 
and introduced the Diagnostic Related Groups-based Prospective Payment System (PPS). In 
constructing the DRG payment methodology, the Congress specifically excluded the costs of 
GME from the calculation of the DRG payments. Under PPS. leaching hospitals received a 
separate payment, the Direct Medical Education (DME) payment, to cover Medicare’s share 
of the institution’s medical education program costs. It should be noted that the DME 
includes not only the costs of GME, but also the costs of nursing and allied health education 
programs. With respect to GME, hospitals are allowed to claim costs in three major 
categories - the salaries and benefits paid to resident physicians, salaries paid to faculty for 
supervising resident physicians and administering GME programs, and general overhead 
allocated to GME programs. There is great variation in the costs claimed by individual 
leaching institutions for DME, and this is largely attributable to the accounting method used 
to determine GME costs. Although Medicare’s standard cost reporting methodology is still 
used to calculate an institution’s medical education costs and the amount of the DME. the 
1985 Comprehensive Omnibus Budget Reconciliation Act (COBRA) modified the payment 
methodology to limit payment for GME costs. Under these new rules, the GME payment 
amount cannot exceed, on a resident full-time-equivalent (FTE) basis, an institution’s FTE 
amount for FY 84, corrected for inflation. 

In addition to the DME payment, teaching hospitals also receive a second payment —the 
Indirect Medical Education Adjustment (IMEA)— not received by nonleaching institutions. 
Although many analysts have treated the IMEA as though it were solely due to the costs of 
medical education, this is not the case. When introducing the PPS, the Congress stated 
clearly that the IMEA was intended (1) to serve as a proxy for an intensity-of-illness-factor 
that could not be incorporated into the DRG payment and (2) to cover the costs of medical 
education that could not otherwise be identified and included in the DME. The academic 



89 


community has acknowledged that the IMEA is not in any way an educational adjustment 
equivalent to the DME. 

Medicare’s new payment methodology for physician services, the Resource-Based Relative 
Value Scale (RBRVS), has had an important impact on discussions of GME financing for 
several reasons. First, because the IMEA payments were explicitly identified. Congress was 
able to determine for the first time Medicare’s contribution to financing the total costs of 
medical education conducted in teaching hospitals. Second, by mistakenly identifying the 
IMEA as though it was dedicated only to medical education costs. Medicare's contribution to 
financing these costs was exaggerated. As a result. RBRVS has had the effect of making 
medical education costs, particularly GME costs, a highly visible target for those seeking 
ways to control Medicare expenditures without seeming to cut services to beneficiaries. 

Those interested in decreasing the amount Medicare pays for GME have Justified their 
position by referring to the language of the original Medicare legislation. In the body of the 
legislation, Congress stated that the costs of the services provided by interns and resident 
ph>sicians could be claimed by hospitals as a legitimate inpatient expense. However, no 
mention was made of the many other costs associated with medical education programs. In 
the Conference Report accompanying the legislation. Congress acknowledged that hospitals 
incurred additional expenses by sponsoring medical education programs, but stated that 
Medicare should pay its fair share of those costs only until the community developed an 
alternative way of paying those costs. 

The Social Security Advisory Council (in 1982), the Inspector General of the Department of 
Health and Human Services (in 1984) and officials of the Health Care Financing 
Administration (in 1985) have all stated that sufficient time has passed for alternative sources 
of funds to be identified to cover GME costs. To date, however, Congress has rejected the 
notion that Medicare should discontinue paying GME costs. At the same lime, Congress has 
expressed concern that the policies governing Medicare payment for GME may be no longer 
appropriate and should be examined. 

Coincident with the introduction of the Prospective Payment System (PPS), major changes 
also occurred in the financing of health care services in the private sector. Due in large part 
to the continued growth of aggregate health care costs, businesses and other third party 
payors have developed more aggressive strategies for controlling their own expenditures for 
health care. Central to these strategies are efforts to negotiate discounts in the prices 
providers are paid for delivering services to plan beneficiaries. In order to maintain market 
share in this increasingly competitive environment, hospital administrators have been willing 
to provide discounts, even though doing so has clearly eroded their operating margins. Since 
GME had been largely financed from hospitals’ discretionary revenues, the narrowing 
operating margins have been perceived as a threat to the continued financing of GME costs. 

In its report, "The Financial Status of Teaching Hospitals: The Underrepresentation of 
Minorities in Medicine" (1990), the Council on Graduate Medical Education (COGME) 
documented the declining operating margins of the nation’s leaching hospitals. However, the 
data presented in the report clearly demonstrate that this decline is due primarily to a decline 
in non-Medicare revenue margins. The decline in non-Medicare revenue margins is due 
largely to two factors: (1) deep discounts negotiated with some payors, and (2) the growing 
uncompensated care burden being borne by teaching hospitals. Nevertheless, and this is 
particularly important, teaching hospitals have generally done better than non-teaching 
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hospitals under PPS. primarily because of the Medicare IMEA payments received by 
teaching institutions which have been used to offset these costs. 

Rational reform of GME financing will occur only if there is constructive dialogue on 
important GME issues among members of the medical profession, government officials, and 
representatives of business and the insurance industry. The AMA would like to use this 
opportunity to articulate overall goals for GME financing reform and propose a set of 
principles that can serve as a framework to guide discussions of GME financing reform. 

Goals 

The AMA believes that reform should achieve long-term stable funding of GME to ensure 
that all graduates of U.S. medical schools will be able to obtain, at the very least, GME 
leading to eligibility for initial board cenificaiion and result in increased accountability for 
the total number and specialty mix of GME positions, the appropriateness of the site of GME 
training, and the appropriateness of both the content and length of training requirements. 

The AMA believes that these goals can best be achieved if discussions of GME financing 
reform are guided by the following set of principles; 

Principle #1 All third-party payors should participate explicitly and in a uniform 

way in the financing of GME. 

Principle ft! The financing of GME should continue to be linked to the financing of 

patient care services and payments should accrue to the actual facility 
providing those services. 

Principle #3 Efforts to reform GME financing should focus primarily on the 

methods of financing the direct costs of GME, with any changes in 
IMEA phased in gradually so that alternate sources of funding can be 
identified. 

Principle ffA The Health Care Financing Administration should revise the regulations 

governing Medicare DME payments to eliminate some of the variation 
in GME costs claimed by teaching hospitals. 

Principle ^5 The procedures used by the ACGME RRCs and the Specialty Boards 

for adding new specialties and those for extending the length of training 
required for certification in existing specialties should be reviewed. 

Discussion 
Principle #1 

The AMA believes strongly that all third-party payors should participate explicitly in the 
financing of GME in order to ensure stable funding for GME into the future. We also 
believe that there should be a uniform system across the country for contributing to GME 
financing. Medicare is at present the single largest payor for GME and has a methodology 
in place for identifying an institution’s total direct GME costs. Accordingly, the AMA 
recommends that all payors be required to adopt the Medicare approach for determining their 
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share of the direct costs of GME. We recognize that an aI!-payor system for financing GME 
was a coniroversiai issue argued in the context of comprehensive health system reform last 
year. But it is equally clear that private payors are not paying their fair share to support a 
system from which they continue to profit. 

It may be virtually impossible to develop mechanisms ensuring that all payors contribute to 
GME as long as individual teaching hospitals are free to negotiate payments for patient care 
services with individual payors without any restrictions. As a means of maintaining "market 
share,” teaching hospital executives have demonstrated a willingness to provide discounts to 
certain payors, with the consequence of diminishing — sometimes quite significantly — the 
institutions’ operating margins. Given past experience, it is difficult to believe that teaching 
hospital executives would be willing to voluntarily negotiate separate GME payments or 
allow a portion of their negotiated payment to be designated for GME in order to comply 
with this principle. Accordingly, we believe that a new approach to financing GME is 
needed. 

Medicare could make its participation in GME financing in individual hospitals contingent 
upon the participation of all payors whose beneficiaries are hospitalized in teaching hospitals. 
This approach would place on teaching hospital executives the responsibility for obtaining 
from various payors their agreement to participate in GME financing as a condition of having 
their beneficiaries use the services of the institution. Since the Medicare methodology would 
be used to calculate each payor’s fair share of the institutions’ GME costs, there would be no 
requirement for prolonged negotiations on (he terms of the payment. 

Principle ^2 

Before reaching the conclusion that the financing of GME should continue to be linked to the 
financing of patient care services, the AMA considered the proposals advanced in recent 
years that alternative sources of funds should be identified to cover GME costs. The interest 
in identifying alternative sources of GME funding can be traced directly to concerns about 
the continued use of Medicare Part A Trust Funds to pay medical education costs. The most 
frequently mentioned alternative sources of funds that might be available to finance GME 
include general lax revenues, medical school budgets, and faculty practice plans. The AMA 
believes strongly that GME costs should continue to be paid from revenues intended to cover 
the costs of patient care services. 

This recommendation is based on the fact that surv'eys of resident physician activities have 
shown that resident physicians spend approximately 75% of their lime involved in direct 
patient care activities. Resident physicians undoubtedly provide some services that would 
otherwise be provided by the patients’ attending physicians. In these cases, the resident 
physician is acting as a surrogate for the supervising attending physician who bills for these 
services. The attending physician, in return, supervises the resident physician’s education. 
This quid pro quo arrangement is perfectly appropriate as long as the attending physician is 
not also compensated by the hospital for supervising the resident physician’s education (see 
Principle However, resident physicians also conduct patient care activities that 
supplement those that would normally be provided by attending physicians. It is appropriate 
to pay for the services of resident physicians. 

Some commentators have suggested that resident physician salaries should be eliminated and 
that resident physicians, because of the educational nature of their training, should pay tuition 



92 


to cover the other direct GME costs. Others have suggested that resident physicians should 
generate their own income by billing for their services. The AMA also rejects these 
arguments. Resident physicians act in the capacity of advanced graduate students and should 
be treated accordingly. Under many circumstances, graduate students receive a stipend and 
their tuition is waived if they provide services as a teaching or research assistant. Since most 
resident physicians provide patient care services and teach medical smdents and other 
resident physicians, it is appropriate that they receive a stipend and not pay tuition to the 
teaching institutions with which they are affiliated. Such a mechanism would raise the total 
costs of medical education, leading to rising debt loads for young physicians entering their 
practices. 

Another important point regarding the patient services nexus for payment is that payments 
for these services should go directly to the facility where the training takes place and where 
the patient is provided the service. Given current trends, including the delivery of services 
in ambulatory and primary care settings, and the consequent emphasis on primary care within 
the GME system, it is absolutely essential that payment accrue to the facility where the 
patient receives services. The AMA continues to support initiatives to develop new 
methodologies for the costs incurred in physician training in "non-tradilionar' sites and 
encourages medical education to be provided in settings that will best prepare physicians to 
practice in any evolving health care delivery system (e g., nursing homes, outpatient surgery 
or ambulatory care settings, rural settings, and homeless shelter clinics). 

Principle #3 

While recommending that GME financing reform focus primarily on the methods of 
financing direct GME costs, we recognize that this is not the only policy issue related to the 
topic of GME financing. Certainly, the financial viability of major teaching hospitals, 
particularly those which serve a disproportionate share of uninsured patients, is a legitimate 
issue for concern. In this regard, the AMA recognizes that teaching hospitals are particularly 
concerned that Congress might legislate decreases in Medicare IMEA payments and thus 
further decrease their operating margins. However, as noted previously, the 1990 COGME 
report documented that recent decreases in hospital operating margins are rooted primarily in 
decreases in non-Medicare revenue margins. The AMA therefore believes that it -is 
inappropriate to focus attention solely on the Medicare IMEA. The financial status of 
leaching hospitals will remain unstable as long as hospital administrators continue to grant 
discounts to certain private payors who do not contribute their fair share to the financing of 
GME, and until governments develop a more equitable way to cover the costs of 
uncompensated care. 

The AMA believes that efforts to reform GME financing should not be burdened in the 
immediate debate by attempts to resolve these very complex issues of uncompensated care 
and the effect of discount contracting on the financial stability of some teaching hospitals. 
Such an approach would inevitably lead to prolonged discussion that would effectively derail 
any attempts to deal with the serious problems facing GME. 

Principle ^4 

The AMA strongly supports the principle that HCFA should revise the regulations governing 
Medicare DME payments to eliminate the extraordinary variation in DME costs that 
currently exists among teaching hospitals. The variation in claimed costs - as much as a 
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tenfold difference can be traced to the imprecise nature of the regulations governing the 
determination of allowable GME costs. Under existing Medicare regulations, individual 
teaching hospitals have an inordinate amount of discretion in determining how costs are 
allocated. Frankly, the degree of variation that exists undermines the credibility of leaching 
hospitals and the medical profession on GME financing issues. In order to incorporate the 
Medicare approach for financing GME into an all-payor system, the methodology used for 
claiming GME costs must be refined so that all payors, including Medicare, can be assured 
that they are paying only legitimate GME costs. This accountability is a fair expectation if 
we are to expect ^ payors to contribute fairly to the costs of GME. 

In its first report, COGME noted the results of a Congressional Budget Office survey 
indicating extreme variation in claimed GME costs by teaching hospitals and recommended 
that this issue be studied in more detail. Further analysis indicates that the variation in GME 
costs within this group of institutions can be explained primarily by two factors: (1) 
variations in faculty salary costs, and (2) allocated overhead costs. Within each of these 
categories, the degree of variation cannot be explained by variation in the size and scope of 
the institution’s GME programs or the nature of the teaching hospital. 

During recent years, discussions aimed at determining ways for controlling the total costs of 
DME have generally assumed that limitations would be placed on the total number of GME 
positions available in the country. Although ill-founded, these discussions have created a 
certain anxiety about the availability of GME positions for all graduating students of U.S. 
medical schools. Indeed, in order to avoid this situation, several professional organizations 
recommended in the mid-1980s chat graduates of foreign medical schools be denied access to 
GME in this country as a means of controlling GME costs. It is now apparent that total 
GME costs can be decreased without cutting positions-provided that steps are taken to 
eliminate inappropriate differences in faculty salary costs and allocated overhead costs 
claimed by some teaching hospitals. 

In this context, the AMA recommends that HCFA rewrite existing regulations to define more 
precisely the faculty salary costs and general overhead costs that may be allocated to GME. 
More specifically, regulations should be promulgated to limit faculty salary costs to the time 
faculty are directly involved in the administration of GME programs or in the supervision of 
resident physicians under circumstances in which no separate bill is submitted for 
professional services either by the physician or the hospital. Similarly, overhead costs 
should be limited to those associated with direct support of GME program activities. 

General overhead costs should not be allocated to GME. As noted previously, all payors 
should then adopt the Medicare regulations in order to ensure consistency in determining and 
auditing GME costs and to fairly distribute the shared burden. 

We also recommend that annual surveys continue to document the level of salaries and 
benefits paid to resident physicians in order to ensure that unreasonable variation in salaries 
does not develop among leaching hospitals. Similarly, annual surveys should be conducted 
in order to document the variation in faculty and overhead costs among teaching hospitals. 
This should not be construed to imply that variations are not warranted; sites and needs vary 
and a St. Paul hospital will not pay the same faculty salaries as will a New York City 
Hospital. The results of these surveys should be made available to payors who are 
contributing to the financing of GME. 
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Principle #5 

In order lo prevent inappropriate growth in the number of GME positions, the AMA feels 
that revisions must be considered in the procedures for adding new specialties and for 
extending the length of training required for certification in existing specialties. During the 
1980s, the number of resident physicians in GME programs increased by greater than 30%. 
During the same period, the number of U.S. medical school graduates remained fairly 
constant. We conclude that the marked increase in GME positions was largely due to the 
proliferation of new specialty residency programs and positions. This trend has clearly 
increased the costs of GME in this country. 

At present, decisions regarding specialty training issues are controlled, for all practical 
purposes, by the specially boards and the ACGME. In some cases, changes in training 
requirements have been initiated by a specially board, and in some cases, by an RRC. As a 
body primarily concerned with GME accreditation issues, the ACGME has not been charged 
with the responsibility of balancing the interests of the specialty oriented organizations with 
the concerns of government, business, other interested parties, and the public. As a result, 
the specialty organizations have been free to increase training requirements, thus increasing 
the costs of GME, without concern as to the impact of their decisions on the system as a 
whole. 

Voluntary accreditation and certification remain an important feature of the GME system in 
this country. To maintain this imponam characteristic, interested parties and the public must 
be assured that there is accountability for the decisions made by the RRCs and the specialty 
boards. In its first report (1988), COGME recommended that the parent organizations of the 
ACGME convene to develop specific ways for dealing with this issue. In addition, COGME 
recommended that the American Board of Medical Specialties bring this issue to the attention 
of the individual boards. To date, these boards have not dealt with this problem in a 
satisfactory manner. 

Conclusion 

The AMA has considered the issues surrounding financing reform in GME and has 
developed goals and a set of principles to assist the national debate on this issue. The AMA 
believes that such reform is warranted in order to control the costs of GME, to stabilize the 
funding of GME, and to improve the accountability of the GME system to society so that 
national physician workforce objectives are achieved and maintained. 

The AMA offers the above articulated principles as guidance to the Subcommittee and 
Committee in their evaluation of GME financing. We thank the Subcommittee for soliciting 
our thoughts and recommendations on this highly complex issue of financing graduate 
medical education. We look forward to working with other affected organizations and hope 
that we can be a continuing resource as the Subcommittee and full Committee develop their 
proposals. 
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Mr. Christensen. Dr. Schwartz. 

STATEMENT OF SEYMOUR I. SCHWARTZ, MT)., FACS, CHAIR- 
MAN, BOARD OF REGENTS, AMERICAN COLLEGE OF SUR- 
GEONS 

Dr. Schwartz. Thank you, Mr. Christensen. 

I am Dr. Seymour Schwartz. I am professor and chair of the de- 
partment of surgery at the University of Rochester Medical Center 
in Rochester, N.Y. I am appearing today as chairman of the board 
of regents of the American College of Surgeons with its constitu- 
ency of over 60,000 surgeons. 

In that regard, we are pleased to have the opportmiity to offer 
this testimony, and we will focus our remarks on the issues of Med- 
icare payments for direct medical education costs, but also on phy- 
sician work force requirements and controls. 

It is our feeling, strongly so, that the Federal financial support 
for graduate medical education must continue if our Nation is to 
maintain its preeminence in producing well-trained, highly quali- 
fied physicians. 

The College strongly believes that all Federal, and as was stated 
before, all private health care financing programs should partici- 
pate in the support of this system. 

Reductions in Medicare payments to hospitals and physicians 
have already been implemented. This has been compounded by con- 
tinuing payment decreases by private third-party payers and an in- 
creasing trend to managed care. 

As a consequence, teaching programs have become increasingly 
dependent on Medicare support, because they are less able to com- 
pensate for any funding shortfalls through payments they receive 
for services provided to non-Medicare patients. 

This is more of a problem for specialties with longer training pro- 

J rams, such as the surmcal specialties, which already receive re- 
uced financial support beyond the first 5 years of training. 
Proposals have been made to limit Medicare direct graduate 
medical education support to the first 3 years of residency. I was 
pleased to hear from Dr. Heyssel that he modified this proposal 
with respect to the 5-year surgical program. 

The College opposes these proposals. It is felt that the specialties 
with the longest training programs are just as critical to the health 
care needs of our Nation as those with a shorter program. Also, the 
quality of programs that train our medical and surgical specialists 
are as important as the quality of those that train our primary care 
physicians. 

Recent studies have concluded that the physician work force 
problem is not so much that of undersupply of certain types of phy- 
sicians as it is of an oversupply of physicians in general. We agree 
to that, and would also point out that the larger problem is a poor 
geographic distribution of all categories of physicians. 

The College believes that Congress should focus its attention on 
policies directly aimed at controlling the size and specialty mix of 
our Nation’s physician work force, rather than on indirect efforts 
to achieve these goals through mechanisms of program financing. 
We also feel that such policies hold the promise of reducing total 
Medicare spending for direct graduate medical education. 
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We also agree that broad goals should be set regarding the num- 
ber of generalists and specialists to be trained, but would empha- 
size that quality should be the major determinant in deciding 
which residency programs should be funded and in how residency 
slots should be allocated. 

Actually the number of residency positions in surgical programs 
is determined specifically by patient mix and volume that ensures 
that training criteria are met. This has limited the number and the 
size of surgical training programs. The number of physicians 
trained in surgical specialties has remained relatively constant 
over the past decade. In the academic year of 1982 to 1983, there 
were 21,000 residents cumulatively in all surgical specialties. 
About 10 years later, 1992 to 1993, the most recent year for which 
data are available, this number is essentially the same. 

Now I would like to emphasize that in general surgery for the 
same period, the number has decreased steadily from 8,683 to 
7,788. 

There is a growing sentiment in the medical community that the 
number of residents should be constrained. However, Federal phy- 
sician work force controls may be viewed by some as not in concert 
with the current efforts to reduce bureaucracy. 

We would submit that a mechanism is in place. That mechanism 
is the residency review committees for the various specialties. They 
are encumbered at this time by the feeling that they do not have 
the authority or the antitrust immunity required to impose limits. 

We would suggest Federal endorsement of the residency review 
committees as the body to address the issue of numbers. 

I would point out that even if we accept the physician work force 
controls as a possible solution, they in no way address the persist- 
ent geographic maldistribution of physicians. And as has been 
pointed out several times already, it seems that current market- 
place pressures may be playing a positive role in alleviating or cor- 
recting this situation. 

In Southern California, for instance, medical and surgical spe- 
cialists are finding that there are simply not enough patients to 
maintain their practices, and some of these are relocating to small- 
er and at times rural communities. Some have even become pri- 
mary care physicians. 

Mr. Chairman, on behalf of the College, I would like to thank you 
for the opportunity to express our views on these issues. I would 
be pleased to answer any questions. 

[The prepared statement and attachment follow:] 
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Mr. Chairman and members of the Subcommittee, 1 am Seymour I. Schwartz, MD, 
FACS, Chairman of the Board of Regents of the American College of Surgeons, and 
Professor and Chairman of the Department of Surgery at the University of Rochester 
Medical Center in Rochester, NY. I am pleased to appear here today on behalf of the 
College to provide our views on Medicare funding for graduate medical education. In 
particular, I intend to focus my remarks on the issues of Medicare payment for direct 
medical education costs and on physician workforce requirements and controls. 

First of all, I want to stress that federal financial support for graduate medical 
education must continue if our nation is to maintain its world preeminence in producing well 
trained and highly qualified physicians. Further, the College strongly believes that all 
federal and private health care financing programs should fully support this system. We are 
very concerned, for example, about reports that Medicare HMDs may not be passing on to 
teaching institutions the federal funds they receive to support graduate medical education. 

We are aware, of course, of the budgetary pressures that Congress has faced in recent 
years and the reasons why entitlement programs like Medicare make attractive targets for 
spending reductions. However, you should be aware that, because of reductions already 
implemented in Medicare payments to hospitals and physicians, compounded by continuing 
payment decreases by private third-party payers and the increasing trend toward managed 
care, teaching programs tire becoming even more dependent on Medicare financial support 
and are less able to compensate for any funding shortfalls through payments they receive 
for services provided to non-Medicare patients. This a particular problem for those 
specialties with longer training periods, such as the surgical specialties, which already receive 
reduced financial support from Medicare beyond the first five years of training. 

Proposals have been made that would further limit Medicare direct graduate medical 
education support to just the first three or four years of residency training. The College 
opposes such proposals. Generalist physicians can not meet all of our nation's health care 
needs. Those specialties with the longest training periods - such as neurosurgery, which 
typically includes seven years of residency training - are Just as critical to the health care 
needs of our nation as those with the shortest residency training. Furthermore, the quality 
of programs that train our nation’s medical and surgical specialists is as important as the 
quality of those that train our primary care physicians; both types of programs should he 
funded for their full residency periods. 

In an effort to increase the supply of primary care physicians, proposals have also 
been made that would use money saved by limiting Medicare support for specialties with 
longer training programs to increase the amount provided to primary care residency 
programs. As we have noted in past testimony, the College has long doubted that paying 
hospitals more to establish primary care residency positions will do anything to influence the 
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career choices made by individual medical students. In addition, many residency positions 
in primary care training programs go unfilled year after year. It makes little sense for a 
Congress that is concerned about budget savings to increase federal funding to encourage 
hospitals to establish yet more residency positions that are likely to remain unfilled. 

Indeed, recent studies of the nation's physician workforce have concluded that our 
problem is not so much an undersupply of certain kinds of physicians as it is an oversupply 
of physicians in general, as well as a poor geographic distribution of physicians. (A paper 
is attached that more fully outlines some of the issues associated with policies directed at 
increasing the supply of primary care physicians.) It is the College's view that Congress 
should focus its attention on policies that are directly aimed at controlling the size and 
specialty mix of our nation’s physician workforce, rather than on indirect efforts to achieve 
these goals through program financing mechanisms. Such policies also hold promise for 
reducing total Medicare spending for direct graduate medical education costs. 

The College agrees with proposals that have been made that would limit the total 
number of physicians being trained, perhaps to 110 percent of U.S. medical school 
graduates. We also agree that broad goals should be set regarding the number of 
generalists and specialists to be trained. We do believe strongly, however, that quality 
should be the major factor in determining which residency training programs will be funded 
and how actual residency slots will be allocated among each specialty. 

In the surgical specialties, the number of individuals being trained has been 
restrained by such quality considerations for many years. No surgical training program can 
add new residency positions unless patient mix and volume assure that specific training 
criteria are met. This limits both the number and the size of surgical training programs. 
In addition, smaller training programs with relatively few residents are held to the same high 
standards as larger programs. 

In fact, the number of physicians trained in the surgical specialties has remained 
relatively constant for more than a decade. In the 1982-83 academic year, there were 21,133 
residents across all the surgical specialties; in 1992-93, the most recent year for which 
complete data are available, there were 20,976. In general surgery, the number has actually 
decreased steadily, from 8,683 in 1982-83, to 7,788 in 1992-93. Further, it is worth noting 
that the total number of surgeons being trained each year in some specialties is actually 
quite small (e.g., 53 in colon and rectal surgery, 39 in pediatric surgery, and 89 in vascular 
surgery in 1992-93). 

Of course, there is a regulatory overtone to the idea of federal physician workforce 
controls that may not appeal to some policymakers. However, while there is growing 
sentiment in the medical community that the number of residents should be constrained in 
some way, there is also a general belief that antitrust laws preclude physicians from 
establishing and imposing any limits on their own initiative. The residency review 
committees for the various specialties and the Accreditation Council on Graduate Medical 
Education believe that they do not have the authority or the antitrust immunity needed to 
impose such limits. A federal mandate to do so would address some of these concerns. 

It is worth noting that Congress has often established conunissions and supported 
studies of our nation's physician workforce, but it has never given these entities the authority 
to implement any workforce policies based on their findings. 

Of course, while physician workforce controls are a possible solution to problems 
involving overall physician supply and specialty mix, they do not address the persistent 
geographic maldistribution of physicians. As you know, federal efforts to address this 
problem have met with limited success. However, it now appears that market pressures may 
indeed hold some promise for alleviating, if not completely correcting, this situation. Many 
medical and surgical specialists located in areas where managed care has become a 
dominant market force, such as southern California, are finding that there simply are not 
enough patients available for them to maintain their practices. As a result, we are hearing 
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that quite a few of these specialists are relocating to smaller communities, often in more 
rural states. Many of them have also assumed the role of primary care physicians. 

Mr. Chairman, thank you again for the opportunity to express our views on these 
issues. 1 would be pleased to answer any questions you may have. 
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PRIMARY CARE: HAVE POLICY MAKERS GONE TOO FAR? 


Issue 

Over the last several years, the federal governmental has implemented a 
number of policies and programs intended to increase the supply of primaiy 
care practitioners, including increases in Medicare payments for primary care 
services, such as physician office visits. In many cases, these initiatives have 
come at the expense of other programs and other categories of health 
professionals and services. Some physicians’ organizations continue to 
demand more for primary care. However, there is evidence that further 
increases • in the number of primary care physicians could lead to an 
oversupply. At the very least. Congress should carefully consider whether it 
is fair to support any additional primary care initiatives by arbitrarily reducing 
payments to other physicians or reducing funds for other programs. 

Key Things to Keep in Mind 

1. The Potential for "Overkill". The federal government has adopted 
Medicare reimbursement policies favoring primary care residency 
programs. And, there is continuing discussion of adopting policies that 
would assure that 50 percent or more of all residency positions are 
allocated to primaiy care. However, a recent study published in the 
Journal of the American Medical Association concluded that "a change 
as great as the 50 percent solution will cause a long-term surplus of 
primary care physicians and a long-term shortage of specialists."' 

2. Medicare Beneficiaiy Need for Specialty Care. Tlie federal 
government has adopted a number of provisions to increase Medicare 
payments to primaiy care physicians (e.g., the relative value system, 
preferential updates, and exemptions from various cost-containment 
policies). However, it seems likely that Medicare beneficiaries, given 
their age and health status, may well need greater amounts of specialty 
care than the non-Medicare population. For example, a recent study 
published in the New England Journal of Medicine found that 
"Internists and family practitioners are less aware of or less certain 


' Richard A. Cooper, "Seeking a Balanced Physician Workforce for ths 
1994, pp. m-m. 
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about key advances in the treatment of myocardial infarction than are cardiologists."^ 
In fiscal year 1993, there were almost 310,000 Medicare hospital admissions for the 
treatment of myocardial infarctions. 

3. Impact of Non-Physician Primaiy Care Providers. The federal government has 
simultaneously adopted policies to increase the supply of primary care physicians and 
the supply of non-physician primary care practitioners, including physician 
assistantsand advanced practice nurses. Those recommending further increases in the 
supply of primary care physicians generally fail to take into account the capabilities 
and contributions of a rapidly increasing supply of non-physician primary care 
providers. Moreover, in determining the number of so-called primary care shortage 
areas, the government itself fails to take into account the availability of physician 
assistants, nurse practitioners, and other qualified providers of primary care. This 
may explain why the Task Force on Human Resources for Health of the Association 
of Academic Health Centers has recommended that the Secretary of Health and 
Human Services convene a special Advisory Council to assess, among other things, 
"whether primary care shortage criteria should take into account the availability of 
non-physician persormel.^ In any event, given the fact that past government policies 
are at least partially responsible for today’s oversupply of physicians, it seems quite 
likely that the government will again overshoot the mark if it continues to adopt 
programs favoring primary care. 

4. Lessons from Managed Care. Policymakers have repeatedly been told to use the 
physician staffing practices of health maintenance organizations (HMDs) and other 
managed care organizations as a guide to the population's need for specialist and 
primary care physicians. However, as one study has warned, "HMO patients tend to 
be younger and healthier" and "HMO physicians provide only a portion of the 
specialty care."^ Moreover, another recently published study found that seven Kaiser 
HMO plans and three other large HMOs had primary care physician-to-population 
ratios of 53.6 and 35.7 per 100,000 enrollees, respectively, compared to the nation's 
current primary care physician supply of 65.7 primary care physicians per 100,000 
population,’ 


’ John Z. Ayanian et al., "Knowledge and Practices of Generalist and Specialist 
Physicians Regarding Drug Therapy for Acute Myocardial Infarction." New Hnpland Journal 
of Medicine . October 27, 1994, pp. 1136-1141. 

’ Association of Academic Health Centers, Task Force on Human Resources for 
Health, "Avoiding the Next Crisis in Health Care," 1992, p. 21 

* Richard A. Cooper, "Seeking a Balanced Physician Workforce for the 21st 
Century," Journal of the American Medical Association . September 7, 1994, pp. 680-687. 

’ Jonathan Weiner, "Forecasting the Effects of Health Reform on U.S. Physician 
Workforce Requirement: Evidence From HMO Staffing Patterns," Journal of the American 
Medical A.ssociation . July 20, 1994, pp. 222-230. 
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5. Inlernational Comparisons. The average American must, by now, believe that the 
primary care physician-to-population ratios in the United States are considerably 
below those in other countries frequentiy held up as having model health care 
systems. However, as emphasized in a study by U.S. and British researchers 
published in the New England Journal of Medicine, the ratio of primary care 
physicians to the general population is the same in the United States and the United 
Kingdom. A more recent study notes that "the percentage of physicians in the 
United States who practice one of the primary care disciplines is 36 percent to 38 
percent, values quite similar to those in Europe."'' 

6. Trends in Surgical Residency Positions. The tone and temper of recent discussions 
about physician residency programs might prompt some policymakers to conclude 
that the number of surgical residencies must be rising dramatically. The fact is the 
number of surgical residents has been quite stable for many years. For example, in 
the 1982/83 academic year, there were 21,133 surgical residents while, by 1992/93, 
the number had actually fallen to 20,976. 

7. Non-Primary Care Shortages. Some policymakers may have been led to believe that 
the only physician "supply” problems are in the primary care arena. However, the 
advisory body charged with reviewing physician supply and demand issues, the 
Council on Graduate Medical Education, has specifically concluded otherwise. For 
example, the Council has noted that shortages exist in general surgery and warned 
that "[a]ging of the U.S. population will increase demand for surgical services, and 
the number of physicians in general surgery is inadequate to meet a growing need 
for trauma services and for surgical care in rural areas."’ 

8. Medicare Support for Surgical Residency Programs. The American College of 
Surgeons supports the concept of limiting the number of physician residency positions 
and setting broad goals regarding the number of generalists to be trained. However, 
the College insists that any mechanism for addressing physician supply issues must 
explicitly include a policy of adequate funding for ali residency positions through the 
entire course of the training period. As it stands now, Medicare generally pays less 
than its share of the costs of training surgical residents, primarily because the 
program limits funding to a maximum of five years, which is shorter than the amount 
of time required to train most surgeons. 


^ Richard A. Cooper, Seeking a Balanced Physician Workforce for the 21st Century," 
Journal of the American Medical Association . September 7, 1994, pp. 680-687. 

’ Council on Graduate Medical Education. Improving Access to Health Care Through 
Physician Workforce Reform: Directions for the 21st Century . October 1992, p. 22. 
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Mrs. Johnson of Connecticut [presiding]. Thank you, Dr. 
Schwartz. 

Dr. Anderson. 

STATEMENT OF WILLIAM G. ANDERSON, D.O., PRESIDENT, 
AMERICAN OSTEOPATHIC ASSOCIATION 

Dr. Anderson. Madam Chair, thank you very much for the op- 
portunity to appear before the Subcommittee on Health. 

My name is William Anderson, and I am president of the Amer- 
ican Osteopathic Association. I have been practicing as an osteo- 
pathic physician for over 38 years in primary care in Southwest 
Georgia and in recent years as a surgeon in inner-city Detroit. 

I am pleased to be here representing 36,000 osteopathic physi- 
cians, the majority of whom are in primary care and, we believe, 
are playing a very vital role in health care delivery in the United 
States today. 

So we feel as though it is very important that members of the 
subcommittee take under consideration, when we speak of funding 
of graduate medical education, preserving this system of training 
osteopathic physicians that has demonstrated historically that it 
can produce a higher percentage of primary care physicians. As 
many as 60 percent of the 36,000 are currently in the primary care 
specialties. 

So before I go to some specific recommendations relative to this 
matter of training relevant physicians and cost containment in 
graduate medical education, I wanted to just make a few brief re- 
marks relative to the profession itself. 

Osteopathic physicians are trained in many respects the same as 
allopathic physicians in that we have the same basic training in 
mecficine, surgery, physiology, anatomy, and all the fundamentals. 
However, osteopathic physicians have the added dimension where 
emphasis is placed on the musculoskeletal system and the body 
functioning as a whole with an interrelationship between structure 
and function. 

This philosophy of practice was first initiated by Andrew Taylor 
Still over 100 years ago, and it permeates our educational process 
from undergraduate through the graduate levels. 

Although a number of osteopathic physicians ultimately go into 
the specialties and the subspecialties, they all are first trained in 
primary care. They have that orientation, and it is embedded in 
them in the rotating internship. We believe that this enables them 
to practice better even as specialists. So I certainly prevail upon 
the committee to take under consideration those measures that will 
be necessary to preserve this system of training. 

Now let me go then directly to the matter of how we can achieve 
savings in graduate medical education while preserving the system 
and, second, addressing the issues of the physician work force. 

First, let me mention the matter of the allocation of the GME po- 
sitions. We certainly do support the concept that the number of 
residency positions could be limited to iust 110 percent of the total 
graduates from the osteopathic and allopathic medical schools in 
the United States. 

At the present time, we receive funding from various sources — 
and the Federal Government through Medicare is the principal 
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source of that funding — we are funding the equivalent of 140 per- 
cent, and we recognize that many of those are the international 
medical graduates that make up the difference between the 100 
percent and the 140 percent. 

We feel that if we are in a situation now where we are graduat- 
ing as many as we need — and there are those who think we are 
even graduating more than we need — ^it seems to be just prudent, 
then, that we should buy what we need to meet the needs of the 
citizens of this country first. 

Then if we have a system that produces enough physicians, it 
seems to me we should limit our funding to just meeting that need. 

So I would strongly recommend that consideration be given to 
limiting the funding to 110 percent of our graduates. 

Now there is a potential for the loss of osteopathic graduate med- 
ical education positions if the osteopathic allocation then is buried 
within a single allopathically dominated pool; therefore, I would 
prevail upon you to take under consideration the fact that there is 
a separate system of educating physicians. 

Second, GME funding should be equitable for all positions and 
based on national averages rather than the current system that is 
hospital-specific, that provides for a wide range of costs in graduate 
medical education, that may be producing the same end product. 

Third, GME funding should be by all third-party payers, and you 
have heard that repeatedly this morning, and we in the osteopathic 
profession want to reinforce our position relative to that. 

We feel as though all of the third-party payers should participate 
by funding graduate medical education, recognizing that as man- 
aged care now is permeating the medical market and soon will in- 
clude many of the people who are in the Medicare program, and 
while the HMOs are receiving 95 percent of that average cost per 
Medicare patient, and that includes the medical education portion, 
we feel as though they should bear a portion of that cost, or that 
portion of the payment to the managed care systems should be re- 
moved, so it can go directly to those training institutions. 

Fourth, we feel as though there should be a freeze at least on the 
resident-to-hospital-bed ratio at the current level. This would re- 
move the disincentive to move much of the graduate medical edu- 
cation out of the hospital and into the ambulatory sites. That is 
less costly than the hospitals. You do not begin to incur as much 
of an indirect medical cost where training takes place in the ambu- 
latory sites. 

If the greater need is for primary care physicians who will prac- 
tice in ambulatory sites, we feel as though that is where they 
should receive their training. 

In conclusion, osteopathic physicians have provided for many 
years a vital component in the health care delivery system in 
America. In order to assist the country in meeting the many chal- 
lenges in physician work force development and reducing cost, we 
suggest that the present system of funding graduate medical edu- 
cation be made more equitable. All residents, without regard to the 
site of their training, should receive the same direct funding. The 
indirect funds would be based on averaging, utilizing the same na- 
tional average, not hospital-specific, and based on a more recent 
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year basis. Most of us now are operating on the basis of a 1984 
base year funding methodology adjusted for inflation. 

We do believe that this reimbursement system for graduate med- 
ical education does not take into account the demands that are now 
placed on the educational system in the development of consortia 
and in the process of paying for the educators. 

We certainly would encourage you to consider the 110-percent 
cap. Simply cutting the payments will not facilitate the work force 
change that is desired. 

Thank you, Madam Chair, for giving me the opportunity to 
present the concerns of the American Osteopathic Association. 

[The prepared statement follows:] 
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TESTIMONY OF WILLIAM G. ANDERSON, D.O. 
AMERICAN OSTEOPATHIC ASSOCIATION 

OSTEOPATHIC GRADUATE MEDICAL EDUCATION 


Mr. Chairman and members of the Committee, thank you for 
inviting the American Osteopathic Association ("AOA") to 
appear before this hearing. My name is William G. Anderson, 
DO, and I am the current president of the AOA. I am 
appearing before you today as the representative of the 
36,000 osteopathic physicians practicing in the United 
States . 

The AOA is the national organization for osteopathic 
medicine. The AOA is involved in nearly every stage of an 
osteopathic physician's education. The AOA is recognized by 
the United States Department of Education and the Commission 
on Recognition of Postsecondary Accreditation as the 
accrediting agency for osteopathic medical colleges. The AOA 
also accredits 136 hospitals and health care facilities in 26 
states. Such hospital accreditation is recognized by the 
Department of Health and Human Services. Additionally, the 
AOA in conjunction with various affiliated organizations, 
formulates general requirements for graduate medical 
education (internships and residencies) leading to specialty 
certification through the AOA's various specialty boards. 

The AOA also examines and approves osteopathic internship and 
residency programs in osteopathic and jointly accredited 
(DO/MD) hospitals. The AOA conducts examinations for 
specialty certification following the completion of such 
training. Finally, the AOA administers an extensive program 
of continuing medical education which is required to maintain 
AOA membership, specialty certification and licensure in 
numerous states. 

For nearly 40 years, I have practiced osteopathic 
medicine -- first, as a family physician in Albany, Georgia 
and later, as a general surgeon in Detroit, Michigan. At 
present, I am the Associate Director of Medical Education at 
Detroit Riverview Hospital. 

The Osteopathic Medical Profession 

While the subject of my address today is graduate 
medical education in general and osteopathic graduate medical 
education in particular, I would like to first provide you 
with some background information on the osteopathic 
profession. There are two distinct but parallel branches of 
medical practice in the United States: osteopathic medicine 
and allopathic medicine. 

Osteopathic medical practice, a reform movement in 
medical care, grew out of concepts developed in 1874 by 
Andrew Taylor Still, MD. Dr. Still's philosophy of medical 
care focused on "wellness," preventive medicine and the 
body's ability to heal itself. Dr. Still studied the 
attributes of good health so that he could better understand 
the process of disease. He devised a philosophy which 
emphasized the unity of all body parts, particularly that of 
the musculoskeletal system, as a key element of health. The 
unique osteopathic manipulative treatment grew out of this 
philosophy. All of these principles -- "wellness," holistic 
medicine, osteopathic manipulative treatment and an emphasis 
on family/generalist practice -- have been essential elements 
of osteopathic medicine for over 100 years. 

Today, the majority of physicians in this country are 
allopathic physicians (MDs) ; however, doctors of osteopathic 
medicine (DOs) constitute more than five percent of all 
physicians practicing in the United States. After years of 
struggling for acceptance, osteopathic physicians have 
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secured broad recognition at law^ and in the courts^ as 
equivalent to our allopathic brethren. The DO and MD degrees 
are the only recognized degrees leading to the unlimited 
licensure for the practice of complete medicine and surgery. 
Despite our success, there still remain some isolated pockets 
of discrimination against the osteopathic community, and 
osteopathic physicians must continue to fight for equal 
treatment . 

Significantly, while DOs constitute only 5.5 percent of 
the nation's physician manpower, they are often the only 
physicians practicing in many rural and underserved 
communities. Osteopathic physicians comprise more than 15 
percent of all physicians practicing in communities of less 
than 10,000 people and fully 18 percent of physicians serving 
communities of 2,500 or less. Additionally, DOs comprise ten 
percent of all physicians serving in the uniformed services. 
In all, whether serving in rural or urban areas and in public 
service or private practice, the nation's osteopathic 
physicians provide care in nearly one hundred million patient 
visits each year. 

Osteopathic medicine has recently received attention for 
its production of an appropriate balance of primary care 
physicians and specialists. More than 60 percent of the 
profession consists of primary care physicians who provide a 
complete range of services to patients of all ages. This 
statistic is no fluke. Throughout its history, the 
osteopathic profession has consistently been able to exceed 
the proposed federal recommendations for 50 percent of the 
nation's physician workforce to be comprised of primary care 
physicians. Each year, more than half of the osteopathic 
medical school graduates choose to enter practice in primary 
care fields. A recent study to determine which medical 
schools -- allopathic and osteopathic -- produce the largest 
percentage of primary care physicians revealed that 15 of the 
top 25 and all of the top ten were colleges of osteopathic 
medicine.^ The success of the osteopathic profession in 


^For example, Medicare defines physicians as including 
osteopathic physicians (42 U.S.C § 1395x(r)); Hospital 
accreditation by the AOA is statutorily recognized (42 U.S.C. 
§ 1395bb(a); and osteopathic physicians are statutorily 
authorized to practice medicine in the Public Health Service 
(42 U.S.C. § 209(d)), Medical Corps (10 U.S.C. § 532(b)), 
Veterans Administration hospitals (31 U.S.C. § 4105(a)(1)), 
and Federal Health Service (5 U.S.C. § 7901(e)}. 

^ See Stern v. Tarrant Countv Hospital . 778 F.2d 1052, 

1060 (5th Cir. 1985), cert, denied . 476 U.S. 1108 (1986) 
(noting that osteopathic physicians and allopathic physicians 
have similar training and face identical testing and 
licensing requirements) ; Brandwein v. California Board of 
Osteopathic Examiners . 700 F.2d 1466, 1468 (9th Cir. 1993) 

("At the present time the differences between the schools of 
osteopathy and allopathy are minor"); Weiss v. York Hospital . 
745 F.2d 786, 792, 820-22 (3d Cir. 1984), cert, denied . 470 
U.S. 1060 (1985) (noting at footnote 4 that an MD had 
testified as to the fact that there was no difference between 
graduates of allopathic and osteopathic medical schools in 
terms of medical training and ability to provide medical 
care, and, at page 820 that the defendant hospitals did not 
contend that osteopathic physicians are less qualified, nor 
did the hospitals offer any "public service or ethical norm 
rationale for their discriminatory treatment of DOs.") . 

’L. Haspel, DO, Osteopathic Graduate Medical Education: 
Past, Present & Future (1995) (study completed for the Josiah 
Macy, Jr. Foundation). 
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producing community-level primary care medical practices is 
the result of the profession's carefully crafted educational 
program that emphasizes primary care and the osteopathic 
philosophy at all levels of education and training. 

Osteopathic physicians start their medical careers by 
earning the degree of Doctor of Osteopathy or Doctor of 
Osteopathic Medicine (DO) . Presently, there are 16 
accredited colleges of osteopathic medicine located in 14 
states.^ The colleges enroll qualified applicants who have 
completed four-year college degrees and often advanced 
graduate degrees. Requirements for graduation from 
osteopathic medical colleges include the successful 
completion of a four-year curriculum of basic sciences and 
clinical studies, including the same subject matter taught in 
allopathic medical schools. 

While the education of an osteopathic physician includes 
the same materials required of allopathic physicians, the 
education also emphasizes principles of osteopathic care. As 
the osteopathic philosophy places an emphasis on the 
musculoskeletal system and holistic care, so too does the 
curriculum in our medical schools. In addition, osteopathic 
medical students receive training in the administration of 
manipulative medicine. In the first two years, the standard 
osteopathic curriculum includes two to three hundred hours 


^Chicago College of Osteopathic Medicine, Midwestern 
University - Chicago, Illinois 

College of Osteopathic Medicine of the Pacific - Pomona, 
California 

Kirksville College of Osteopathic Medicine - Kirksville, 
Missouri 

Lake Erie College of Osteopathic Medicine - Erie, 
Pennsylvania 

Michigan State University. College of Osteopathic 
Medicine - Lansing, Michigan 

New York College of Osteopathic Medicine, New York 
Institute of Technology - Old Westbury, New York 

Nova Southeastern University, Health Professions 
Division, College of Osteopathic Medicine - North Miami 
Beach, Florida 

Ohio University College of Osteopathic Medicine - 
Athens, Ohio 

Oklahoma State University College of Osteopathic 
Medicine - Tulsa, Oklahoma 

Philadelphia College of Osteopathic Medicine - 
Philadelphia , Pennsylvania 

University of Health Sciences, College of Osteopathic 
Medicine - Kansas City, Missouri 

University of Medicine t Dentistry of New Jersey, School 
of Osteopathic Medicine - Stratford, New Jersey 

University of New England, College of Osteopathic 
Medicine - Biddeford, Maine 

University of North Texas Health Sciences Center at Fort 
Worth, Texas College of Osteopathic Medicine - Fort Worth, 
Texas 

University of Osteopathic Medicine and Health Sciences, 
College of Osteopathic Medicine and Surgery - Des Moines, 

Iowa 

West Virginia School of Osteopathic Medicine - 
Lewisburg, West Virginia 
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which focus on manual medicine, and the concepts that the 
body's systems are interrelated, that a dysfunction in one 
system may be reflected in a dysfunction in another, and that 
the body has a self-healing capacity.^ Osteopathic medical 
schools expose their students to clinical experience at an 
early stage in their training, typically including a 14 -week 
family medicine clerkship in addition to another 16 weeks in 
pediatrics and internal medicine.* This curriculum is part 
of a larger process of teaching all students to be primary 
care physicians first and foremost. 

Following graduation, osteopathic physicians generally 
embark on a course of unique graduate medical education. 

Just as osteopathic medical education differs from allopathic 
education, so too do the postdoctoral training programs. The 
graduate medical educational program is designed to build 
upon the osteopathic concepts taught during medical school. 
The internship year of osteopathic graduate medical education 
required for entry into osteopathic residency training, 
includes mandatory rotations in primary care areas of 
internal medicine, obstetrics and gynecology, general 
pediatrics, family practice and surgery. In addition, the 
required curriculum for internships states that "Osteopathic 
principles and practices shall be incorporated throughout the 
program."’ Following internships, the physicians progress 
to residencies in primary care and other specialties. The 
osteopathic internship with its rotations in areas of primary 
care is required regardless of whether a physician 
contemplates a non-primary care specialty, such as 
anesthesiology or radiology. It is our understanding that 
such required primary care content is not included in 
allopathic non-primary programs. Moreover, all of our 
residency training programs, as with our internships, 
incorporate osteopathic concepts. The AOA residency training 
curriculum requirements include "Utilization of osteopathic 
principles and practices relating to the specialty."* The 
osteopathic system of graduate medical education creates a 
profession in which all facets of primary care and specialty 
care are represented. The osteopathic profession has become 
one in which primary and non-primary specialties are balanced 
in a way that more properly reflects the needs of our 
society . 

With this explanation of osteopathic medical care and 
osteopathic medical education in mind, I would now like to 
address directly the issues of Graduate Medical Education and 
the AOA's recommendations for this Committee. 

1 . Allocation of Positions 

The program of osteopathic predoctoral and postdoctoral 
medical education and training produces high quality 
physicians who practice in primary and specialty care fields. 
Our program of graduate medical education reflects our belief 


*C. D. Meyer, DO, Osteopathic Medicine: Past, Present 
and Future: What's Distinctive About Osteopathic Medicine 
(March 1995) (presentation for the Josiah Macy, Jr. 
Foundation) . 

* Id. 

’Policies and Procedures for Intern Training, Section 
VII, D, 1 (American Osteopathic Association, March 1993) . 

^Residency Training Requirements of the American 
Osteopathic Association, Section II, C, 3, e (American 
Osteopathic Association, July 1992) . 
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that all properly trained physicians should have knowledge of 
primary care and specialty care areas in order to be able to 
provide complete medical care. This unique program has 
achieved an appropriate balance of primary care physicians 
and specialists. Among osteopathic physicians currently in 
practice, more than sixty percent are primary care 
physicians . 

While osteopathic physicians have developed and refined 
this educational model over the course of time, the federal 
government plays an essential part in its continued success 
through funding of graduate medical education. A variety of 
legislative proposals have attempted to address the 
significant questions of how many and what type of physicians 
will be needed in the future.® Questions of how best to 
fund Graduate Medical Education must be considered as part of 
this process. At present, federal funding is intended to 
foster development of an appropriate number of physicians in 
different practice areas. 

The AOA supports the government's efforts to encourage 
more physicians to practice in primary care fields. As 
policy is developed, we must hope that osteopathic programs 
receive an appropriate portion of available funds. Without 
continued support for osteopathic training programs, our 
graduates will lose the benefit of an osteopathic graduate 
medical education that has been proven to be very valuable in 
meeting health manpower needs. For osteopathic practice to 
survive, the profession must be able to maintain its distinct 
educational program beyond the medical school level. The 
simple fact is that osteopathic education requires more than 
the medical school experience; complete training in the 
osteopathic approach to medical care requires continued 
application of osteopathic principles and procedures in 
osteopathic postdoctoral training programs. 

The question of how many graduate medical education 
positions should be funded is one issue which this committee 
may consider. Many organizations and individuals have 
recommended that the total number of funded residency 
positions be limited to the aggregate number of osteopathic 
and allopathic medical school graduates. While the AOA 
generally concurs with this position, we believe that the 
number of funded GME programs should be designated separately 
and proportionately for osteopathic and allopathic programs. 

DOs comprise a small, but distinct minority of 
physicians. If funds for allopathic and osteopathic graduate 
medical education are intermingled, there is some danger 
that, through either deliberate or inadvertent actions, 
osteopathic programs would not receive sufficient graduate 
medical education funds. This would be particularly the case 
if the osteopathic allocation was buried within a single 
allopathically dominated allocation formula. However, if the 
funding is separately earmarked for osteopathic and 
allopathic use, then there is assurance that the necessary 
funds will be available for osteopathic programs, which 
already comply with the federal mandate for primary care. 

With a secure and separate source of funds, osteopathic 
physicians will be able to maintain a complete osteopathic 
medical education system, which produces an appropriate 
primary care/specialty balance and physicians who bring 
primary care to areas which sorely need such care. Of 


®See, e.g., the proposals contained in the proposed 
Health Security Act, H.R. 3600, 103d Cong., 1st Sess. §§ 3001 
et . seq . (1993). 



Ill 


course, in order to guarantee sufficient funds, the 
allocation must be in appropriate proportion to the number of 
osteopathic medical graduates. We suggest that in a separate 
allocation system, the number of funded allopathic residency 
programs would be determined based on the number of graduates 
of allopathic medical schools, while the number of funded 
osteopathic postgraduate programs {internships and 
residencies) would be determined based on the number of 
graduates from osteopathic medical schools. 

The AOA proposed the idea of a separate and 
proportionate allocation of funds for osteopathic GME to 
Congress and the Council on Graduate Medical Education 
("COGME"). In response, COGME concurred with the AOA's 
suggestion and recommended that funding for postgraduate 
training programs be allocated on a separate basis for 
allopathic and osteopathic physicians.^® While osteopathic 
and allopathic educational programs both produce complete 
practicing physicians, their respective educational models -- 
from medical school through graduate medical education -- are 
different. By guaranteeing a separate funding allocation for 
osteopathic postdoctoral training programs, Congress will 
help to ensure the continued vitality and viability of 
osteopathic medical care. 

2 . Funding for Graduate Medical Education . 

I would next like to discuss the criteria for funding 
respective Graduate Medical Education {"GME") programs and 
the source of such funds. Currently, there are separate 
formulas for reimbursment of direct and indirect GME costs 
incurred by teaching hospitals. 

Direct GME costs are reimbursed under a formula which is 
based on each hospital's 1984 costs per resident, adjusted 
for inflation.^’ Since 1984 there have been significant 
changes in graduate medical training, particularly within the 
osteopathic profession. Non-salaried volunteer faculty has 
given way in large measure to salaried faculty. Osteopathic 
programs have grown relative to their allopathic counterparts 
and have consequently incurred additional costs for 
additional faculty, such as program directors and clinical 
supervisors. These costs were already imbedded in the large 
allopathic programs in 1984 and, therefore, included with 
their base year measure. Because most of our faculty salary 
expenses have arisen since 1984, osteopathic programs have 
lost ground relative to the allopathic programs, despite cost 
of living adjustments. COGME is aware of the fact that a 
similar situation exists in the allopathic profession with 
respect to the large academic health centers versus smaller 
teaching institutions. Consequently, both COGME and the 
osteopathic profession are urging that at the very least, the 
base year for measuring direct costs be changed from 1984 to 
as current a year as possible in order to take into effect 
actual changes and thereby create a more level playing field. 


^“Council on Graduate Medical Education, Recommendations 
to Improve Access to Health Care Through Physician Workforce 
Reform, Fourth Report to Congress and Department of Health 
and Human Services Secretary (1994). 

“Direct Graduate Medical Education {DGME) payments to 
each hospital equal the hospital's updated base-year (1984) 
costs per FTE resident, times the weighted average number of 
FTE resident, times the percentage of inpatient days 
attributable to Medicare Part A beneficiaries. GAO/HEHS-94- 
33 Medicare GME Payment Policy. 
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COGME has also recognized that the current reimbursement 
formula for direct costs is skewed heavily in favor of the 
large academic health centers for a number of reasons, 
including the ability of the larger institutions to involve a 
proportionately greater number of staff members in the 
compensated teaching faculty. COGME, therefore, is 
advocating that the current formula, which is based on each 
institution's actual 1984 costs, be replaced by a formula 
based on a national per resident average cost (possibly with 
regional adjustments). We join COGME in urging this change. 
The updating of the base year and the change to a national 
average will create a fairer and more rational system of 
determining each institution's level of reimbursement for 
direct costs of GME programs. 

The adjustment in the funding of graduate medical 
education should not be limited to the means of direct 
funding. We also believe that the system for reimbursement 
of indirect costs of GME should be reformed.^^ The present 
formula is based in significant part upon the training 
program's resident-to-hospital bed ratio. Again, larger 
academic health centers have the resources to maintain such 
ratios at a significantly higher level than their smaller 
counterparts. Again, we and COGME urge that this method of 
measuring indirect costs of GME be replaced by a formula 
employing an updated historic base year experience figure. 

Third, the source of funds for reimbursing the direct 
costs of GME should be addressed. Presently, such funds are 
provided in large part by Medicare/Medicaid and Blue 
Cross/Blue Shield, We agree with COGME' s Fourth Report that 
"the direct costs of GME be funded by all third-party payers 
through the development of a national GME funding pool."” 

With the growth of managed care, it is essential chat managed 
care groups and all insurers in the private sector pay their 
fair share of GME direct costs. 

One last topic with respect to funding involves the fact 
that osteopathic teaching hospitals are typically smaller, 
community-oriented facilities. Because of the current 
funding system's rewards for larger institutions, the 
osteopathic hospitals have not had the benefit of elaborate 
resources for payment of faculty and trainees. Yet, 
osteopathic medicine is developing alternatives. Consortia 
of hospitals and colleges of osteopathic medicine have 
emerged in various locations to expand and enhance graduate 
medical education for training in family medicine, internal 
medicine and other specialties within the profession.” 


^Medicare Indirect Medical Education ("IME") payments 
to each hospital are based on a formula that provides an 
increase of approximately 7.7 percent in the federal portion 
of the DRG payment, for each 0.1 increase in the hospital's 
intern and resident to bed ratio. GAO/HEHS-94 -33 Medicare 
GME Payment Policy, 

^Council on Graduate Medical Education, Recommendations 
to Improve Access to Health Care Through Physician Workforce 
Reform, Fourth Report to Congress and Department of Health 
and Human Services Secretary (1994), 

^‘‘For example, the COGMET program established by 
Michigan hospitals and the College of Osteopathic Medicine at 
Michigan State University in Lansing, Michigan and the Family 
Practice program established by Ohio hospitals and the 
College of Osteopathic Medicine at Ohio University in Athens, 
Ohio have had particular success in developing graduate 
medical education programs in primary care. 
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The trend in many cases is for the consortia to make 
increasing use of ambulatory care settings for teaching 
purposes. We believe that the funding programs should 
recognize these consortia on an equal basis and fund them 
accordingly. With proper funding, these consortia will prove 
to be extraordinary programs for the training of another 
generation of osteopathic physicians to provide high quality 
medical care. 

2 . Enrollments 


The last issue of Graduate Medical Education that I 
would like to address is the subject of recommended 
enrollments in medical school. The AOA has advocated that 
osteopathic graduate medical education programs be funded on 
a separate but proportional basis with respect to allopathic 
programs. Certain organizations and individuals have gone on 
to recommend that the total number of funded residency 
positions be limited to the aggregate number of osteopathic 
and allopathic medical school graduates. 

As I indicated earlier in my testimony, the AOA 
generally concurs with this position, but notes one 
particular reservation. While some parties have urged that 
the number of residencies should be tied to the aggregate 
number of students in a particular "base year, " we believe 
that the base year concept is not appropriate insofar as it 
fails to recognize that the osteopathic profession continues 
to grow and develop. While the number of residency positions 
should be tied to the number of graduates, such measure 
should contain a reasonable provision for growth in such 
numbers . 

Over the past several years, the number of physicians 
graduating from colleges of osteopathic medicine has 
regularly increased,^® in part as a result of federal plans 
developed in the past to expand primary care capacity in the 
United States. Use of a base year would not account for 
enrollment growth in osteopathic medical schools and could 
deprive the osteopathic profession of funds needed for the 
education and training of our graduates. With the base year 
cap, graduate medical education programs would not have the 
funding to allow for program expansion as the number of 
graduates of osteopathic medical schools grows. In effect, 
the use of a base year would punish the profession that is 
currently producing a proper balance of specialists and 
primary care physicians, which balance is deemed critical for 
reform of the health care system. 

Some additional clarification is necessary with respect 
to the growth of osteopathic medical schools. First, we 
believe that the continuing growth of enrollment in 
osteopathic medical schools serves the nation's needs. 
Osteopathic physicians, with their balance of specialists and 
primary care and practice in underserved communities, are the 
type of physicians needed in this country. A fair division 
of federal funds which allocates separate and appropriate 
amounts to osteopathic graduate medical education will 
enhance our ability to expand and improve the postdoctoral 
training component of our educational system. 

Finally, it should be noted that the significant growth 
in numbers of residents is not due to growth in enrollment in 
U.S. medical schools so much as to the increasing presence of 


’•^Between 1980 and 1995, the number of osteopathic 
physicians per 100,000 people in the United States increased 
from 8 to 14 . 
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international medical school graduates in American residency 
training programs. 


Conclusions 

Osteopathic medicine provides a vital component of the 
nation's health care services. As policy makers attempt to 
encourage more physicians to enter primary care fields of 
practice and provide services to underserved areas of the 
nation, we point with pride to our history of serving both 
these needs. 

The osteopathic orientation towards primary care 
practices supported by a cadre of well-trained specialists 
and history of providing care in underserved communities are 
not the result of a statistical aberration. Rather, these 
goals are fostered through a complete osteopathic educational 
program. An essential component of osteopathic education is 
graduate medical education. The present system of funding 
educational programs has resulted in an inequitable 
distribution of resources. Osteopathic hospitals are 
typically smaller, community-based treatment centers. When 
resources are distributed in accordance with the assumptions 
present in an outdated base year and without considering 
factors such as participation in consortia of educational 
institutions, the osteopathic training sites are not provided 
with an equitable share of the resources. Without sufficient 
funding, osteopathic hospitals are not able to improve their 
educational facilities and expand the number of full time 
faculty. If the base line measure is replaced with a 
national average system of funding and consortia are given 
full consideration, then osteopathic programs will be put 
onto a level playing field with allopathic graduate medical 
education programs. 

We believe that growth in osteopathic physicians will 
help to solve current shortages of primary care physicians, 
maintain an appropriate primary care-specialty distribution 
and provide physicians for traditionally underserved 
communities. In order to assist the country in meeting these 
challenges, we would suggest that Congress and this committee 
act to correct the current imbalances in funding for graduate 
medical education. Specif ically, we would suggest that 
osteopathic graduate medical education programs receive a 
separate and proportionate allocation of the funds devoted to 
postdoctoral education. Funding criteria should be modified 
in order to consider the participation of programs in 
consortia of educational programs rather than looking purely 
at hospital size. Finally, we recommend that funding 
allocations be made without reference to any base year in 
order to allow for funding to change with the population such 
funding serves. With proper support for osteopathic graduate 
medical education, osteopathic physicians will be able to 
continue our history of providing high quality, primary and 
specialty care medical services. 


^"Between the 1990-91 and 1993-94 academic years, the 
total number of residents training increased by 12,737 (from 
95,327 to 108,064). However, during the same period of time, 
the number of United States Medical Graduates training in 
United States GME programs only increased by 4,996 (from 
79,311 to 84,307). Thus, in four years, the percentage of 
International Medical Graduates training in United States GME 
programs jumped from 16.8 percent to 21.98 percent. L. 
Haspel, DO, Osteopathic Graduate Medical Education: Past, 
Present & Future (1995) . 
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Mrs. Johnson of Connecticut. Thank you very much, Dr. An- 
derson. 

I regret that I was not able to be here for the whole panel. I had 
an amendment on the floor. Those things end up taking a lot 
longer than you anticipate. 

But I appreciate your testimony, Dr. Anderson. I had not really 
factored in osteopathic issues, and I do not know whether, when we 
talk about the number of residencies in America, are we talking 
about and do we include the osteopathic residencies as well? 

Dr. Anderson. When I speak of fimding 110 percent of the grad- 
uates, both osteopathic and allopathic medical schools — and I am 
saying right now we are talking about a total of about 19,000 phy- 
sicians that will graduate every year 

Mrs. Johnson of Connecticut. Does the osteopathic system 
have its own separate residency program? 

Dr. Anderson. Yes, it does. Now there are some osteopathic phy- 
sicians that are in allopathic programs. 

Mrs. Johnson of Connecticut. Right. 

Dr. Anderson. But there is an osteopathic system of training 
residents, yes. 

Mrs. Johnson of Connecticut. So you are saying if we look at 
caps, it should be across both systems. If we look at residency posi- 
tions, we should look at residency across both systems. 

Dr. Anderson. That is correct. It should be proportional in the 
allocation, recognizing the two separate systems. 

Mrs. Johnson of Connecticut. Can you accurately factor out 
how much of a resident’s time is devoted to training and how much 
is devoted to service? This is to the whole panel. 

Dr. Anderson. That is very difficult. I would say — and 1 am a 
medical educator — it would be very difficult to separate that out. 

I could tell you this. The residents themselves would be very 
eager to tell you how much of it is, “scut work” versus education. 
But from an educator’s perspective it is difficult to separate these 
two out. 

Mrs. Johnson of Connecticut. Also since much of life is scut 
work, it is hard to determine which is training. 

Dr. Jacott. 

Dr. Jacott. I would just like to build on that a little bit. That 
is a question that has been asked for many, many years, and we 
have tried to look at it from every angle, and you add a third com- 
ponent, not just service and education, but then you add research 
as the third piece of the academic mission and try to figure out how 
they sort out timewise. It is very difficult. I have not seen any 
studies that clearly split out that time ratio. 

Mrs. Johnson of Connecticut. What we are really trying to do 
in government is exactly what the private sector has tried to do. 

What exactly are your cost centers, and how does the money 
flow? How much is research? How much is training? How much is 
service? And what is the Medicare premium? How much of the 
Medicare premium is care for seniors for the patient, and how 
much is subsidy to training, and how much is subsidy to uncom- 
pensated care, and how much is subsidy to the institution, so that 
they can carry on their academic mission? 
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This is something that we have never been very good about 
doing, but it is something that we are going to have to do, because 
I am sure it was said by others as well, but Dr. Anderson men- 
tioned it most recently. We are going to have to make change, and 
we are going to have to do that through providing seniors with a 
lot more options, and to provide them with options, you have to 
know what the premium is. 

So any help you could give us as we try to disentangle the dollars 
and the missions would be appreciated. 

Mr. Munson. 

Mr. Munson. Thank you for the question. I am also sorry you 
missed my spellbinding testimony, but that is all right. 

To the contrary, I do not believe that government and Medicare 
are doing just like the private sector. I think you have done a very 
nice job historically in differentiating the elements of cost that you 
choose to pay for. 

There are five of them: The PPS payment or the DRG payment 
for the actual service rendered; the IME payment to hospitals like 
mine, which recognizes the unique severity and comorbidity that 
the patients bring to our place; the DOME payment, which is a di- 
rect cost of house staff stipends and related costs; disproportionate 
share for those of us that take shares of poor folks; and then 
outliers for patients, for example, those in our burn unit that stay 
for 200 days with huge bums. 

So on the contrary, I do not think you are doing what the private 
sector is doing at all. I think you are doing a nice job of identi^ng, 
accounting for, and then paying segmented parts of the cost of ren- 
dering care to seniors. 

On the contrary, as I said in my testimony, the private commer- 
cial sector is trying to avoid almost all of that societal responsibil- 
ity. 

Mrs. Johnson of CoNNECTrcur. Let my chairman iump in here. 

Chairman Thomas [presiding]. A brief response to tnat. 

Obviously the payment system grew up in part in response to 
need and part in response to politics. And you are right; the profile 
fits. 

A vision of a teaching hospital, perhaps less so today than ear- 
lier, more so earlier than today — and as you are moving out into 
the community and clinics and stressing — and I came in on the dis- 
cussion between service and training, and my background is as an 
educator as well, and you cannot let the students determine when 
it is happening, because sometimes in a context that you consider 
to be very educational and useful, they consider it to be dmdgery. 

And, in fact, we heard earlier testimony, and I believe it to be 
true, that a lot of the training that is necessary is interpersonal re- 
lations, dealing with folks who maybe are not necessarily doctors, 
and you need to do that, and that is kind of like a work training 
program, which is almost seamless. You cannot separate it. 

But our problem is that I do not want to dictate how much the 
percentage should be or even get the educational training process 
into a 60 : 40, 70 : 30 game in terms of how we fund it. 

Nor do I think that we can continue the current structure based 
primarily on hospitals running money to those folks on the patient 
profile tnrough the indirect, which really is, I think, as you more 
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accurately described it, is a reward for the profile of the patient 
more than, vou know, just the teaching structure. 

Then witn the disproportionate share, it just makes sense be- 
cause of the urban locations. As I said in my opening statement, 
that is where most of them are. 

But the hospitals are relatively less significant in the new struc- 
ture, and perhaps the profile of the patients and what is being 
done is becoming less significant, so we have got to make it more 
relevant, and we move that structure, and if that is the case, then 
the old-fashioned funding mechanism needs to change as well. 

To the degree that things remain the same, the funding system 
makes sense. I think our problem is that they are not remaining 
the same, and we have got to figure out a way to begin to shift that 
funding structure that does not produce the Federal Government 
quotas and divisions in the teaching areas and, in fact, rewarding 
some beyond what they should have been rewarded and not re- 
warding others sufficiently because of the location if we change the 
funding structure. 

So I think we are sensitive to the problem. It is just that it is 
going to be an enormously difficult political problem, which is not 
partisan, by the way. You heard the gentleman from California. It 
is not partisan. It gets into some regional aspects — States, teaching 
hospitals in their States, and the profiles that those hospitals have 
developed, and that if you change the formula, you change the win- 
ners and the losers. 

And so all of that will be entering into our decision, notwith- 
standing the fact that the fundamental basis for funding medical 
education is eroding because hospitals themselves are hecoming 
less the focal point. 

You folks are essential to our coming up with a program that ac- 
tually is better and actually does solve the problem and does not 
exacerbate problems that we either know or do not know about. 

So I apologize for not hearing your scintillating testimony either, 
but you need to know that we read all this stuff as well, and I 
thank you. 

Mrs. Johnson of Connecticut. Mr. Munson, I know that we 
are only giving a minute-and-a-half summary of something that is 
much more important than that. But your summary does worry 
me. 

Now your comment that the private sector is not taking its soci- 
etal responsibility, it is true that their premiums are focused pri- 
marily on the health costs of the patient they have insured. And 
then, through taxes, they would maintain that they are taking 
their societal responsibilities, send the government the money that 
the government needs to do whatever government thinks is impor- 
tant. 

Now it may be that they ought to be paying a premium tax di- 
rectly, so that we can fund medical education, and that is not a 
concept that I think is beyond grasp or adoption. 

But to then say that the government is doing a better job does 
worry me terribly, because the disproportionate share thing, we 
guess at that. 

Outliers? Finally after you bent our arms, we did acknowledge 
that if someone is in the hospital way beyond what the DRG ex- 
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pected, you might need additional reimbursement. There is still a 
lot of question about whether it is fair to have the outlier kick in 
at day 90 or day 80, but the outlier controversy is real. 

DRGs? You can hardly believe what my constituents think about 
DRGs when they get it. When they come into my office with a Med- 
icare bill that shows that their costs — and I am making up the fig- 
ures — were $1,000, and the hospital got paid $2,500, and they have 
to pay 20 percent of the $2,500 or fix the numbers so that the 20 
percent comes out bigger than the actual payment, this does not 
strike them as rational, as fair, or as real. 

So while the DRG system was a sort of desperate response to 
desperate circumstances on the part of the government, and the 
concept of reimbursing on average did help us through a crisis, this 
is not a model that interests me for the future. 

I think for the future we have to get much tougher in the public 
sector. We have to figure out what care is being given and how it 
is being given, or we have to move public recipients of every type 
into the choices the private sector offers. If we do the latter, then 
we have to think about how do we cover those who do not have any 
insurance? How do we pay for medical education? 

But it is that latter debate that really interests me a lot more. 
The current reimbursement structure I consider to be of the same 
ilk of public policymaking that decided that under Superfund we 
were going to charge people to clean up things that they did that 
were completely legal at the time they did them, regardless of 
whether or not they have the money to clean it up now or regard- 
less of whether or not we are going to take all their pension sav- 
ings, their home, their mortgage, their everything else. 

I mean, I do not see the public reimbursement fund structure as 
any model on which to base the future. So it troubles me that you 
would make the comment that the private sector is offbase and the 
public sector is onbase, when I think the reverse is actually my re- 
ality. 

Mr. Mxjnson. ok You have said a lot, and you have left a lot 
to respond to. 

I did not mean to suggest that the Medicare reimbursement sys- 
tem is perfect or that all the regulations and formulae are perfect. 

On the contrary, what I did mean to imply is that the various 
elements of reimbursement contemplate important societal con- 
tributions that teaching hospitals make — education, care for the se- 
verely ill and injured, and then the disproportionate share program 
for poor people. 

Mrs. Johnson of Connecticut. Right. 

Mr. Munson. So all I was saying is that the program, in its en- 
tirety, contemplates some things that are very important to society 
and to teaching hospitals. 

I do not believe that the commercial managed care HMO prod- 
ucts, albeit, yes, they do pay taxes, but that does not help offset 
their portion of direct medical education which occurs in our places. 

During my remarks, I mentioned the paradox of these same com- 
panies who want to hire one of our products, namely primary care 
doctors. We produce a lot of those. They want to buy them, but 
they do not want to pay the cost of production. Medicare histori- 
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cally has wanted to pay the cost of production. That is the kind of 
difference I was alluding to. 

Mrs. Johnson of Connecticut. Thank you. Thank you, Mr. 
Chairman. 

Chairman Thomas. Just to follow that up, we heard testimony 
earlier that, in fact, the product — it sounds like most of the prod- 
ucts coming out of most schools — the product of primary care physi- 
cians are, in fact, not equipped to deal with the new world of medi- 
cine under managed care. It seems to me that if they are getting 
a product which they cannot use immediately, schools should plug 
them in in an efficient way and have them deal with additional 
training or working on their interpersonal skills with health profes- 
sionals who are not doctors. They might be interested in contribut- 
ing a portion of the education cost to get a product that they can 
use immediately and who has been trained along the lines that 
they believe to be appropriate. 

So I guess as we pursue this, I think you are going to find that 
the marketplace in terms of what it asks for, to the degree it asks 
for a product different than is being produced today, is going to be 
asked to pay for the changes in that product. 

And we have begun discussions, and we will continue discussions 
in terms of a fair share pay. 

The easiest way, obviously, is to get a different funding system 
that is broader based. But we discussed that. It is very difficult to 
do politically, and it is very difficult to create a different system be- 
cause of the way in which this one fits circumstances that have not 
completely changed but are changing. 

So we are going to try to do two things, keep the best of what 
we have had and anticipate how we can get those folks who may 
not be paying their fair share or who are complaining about the 
product coming out of the structure, to say: OK, you know, put 
your money where your mouth is, and let us talk about bringing 
about changes. 

It will be not as perfect as we would like, but there are going to 
be changes made. And I believe you will find that it will be a 
broader-based support for the costs with an expectation that the 
product coming out of it will be more relevant to the needs of the 
marketplace. 

Dr. Jacott. 

Dr. Jacott. I am really delighted, Mr. Chairman, to hear you 
saying that, because we do — those of us in academic health centers 
and in education programs — and my background is family prac- 
tice — and we do hear a lot from the managed care entities that we 
are not training the kind of person that they want to come out into 
practice. 

On the other hand, we need to look at what their expectations 
are. If we are just training a triage officer or a gatekeeper, that is 
really not satisfactory either, to provide the kind of care. 

On the other hand, many of our educational institutions have de- 
veloped within their training programs the kind of information and 
experience that the residents need to get out and practice in a 
managed care environment. 

At the University of Minnesota, in our Department of Family 
Practice, we have our own HMO, and it is basically run by the resi- 
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dents, and the residents have come out and they are marvelous in 
managed care, if that is what the managed care people are looking 
for. 

But I cannot agree with you more that if they want to say some- 
thing about the product, then they ought to be paying for the prod- 
uct. 

Chairman Thomas. Well, but beyond that, I think we need to 
focus on medical training and education in terms of producing the 
complete product for the marketplace. And we are going to have a 
panel following you folk, who will be focusing on other aspects of 
health care professionals. And clearly as managed care utilizes 
more and more other health professionals who are not doctors, 
there needs to be a coordination between them. 

It makes sense to do more of that during the education and 
training process rather than on the job. So I think if we are realis- 
tic, the profile of who is going to be trained in these centers is 
going to change as well. 

And to the degree that we have too many doctors not of the right 
type and that we need more folks who are not doctors, you can be 
doing the right thing with a shrinking universe, or you can be 
doing the ri^t thing with a larger universe of all of the kinds of 
people that we prepare and work with. 

That is another thing I think we need to try to do, and that is 
direct the funding, one, to the environment in which it needs to go 
and, two, to the broader population universe which will be nec- 
essary in the future. 

That is all uncomfortable for everybody, because it is a signifi- 
cant change, foremost in terms of the impact of the changes on the 
doctors themselves. 

So this is a challenge for all of us. But to the degree that the 
Federal Government is going to fund medical education for the ra- 
tionale being a societal good, then we are going to make sure that 
the product is not misplaced in terms of its emphasis and its need 
in the marketplace. 

It is changing. And we appreciate your testimony. And we are 
going to move in the direction of trying to provide more realistic 
funding in realistic ways that allow you to produce realistic folk to 
serve in the realistic structure of tomorrow. 

Dr. Anderson. Could I make just a comment? 

Chairman Thomas. Certainly, doctor. 

Dr. Anderson. I would certainly hope that the managed care or- 
ganizations would take note of what you have said relative to the 
responsibilities that they should assume. As long as they have the 
strong bottom line orientation that they have, and there is no de- 
mand placed on them — that is, there is a sufficient pool out there 
that they can weed out the doctors that do not have that training 
in managed care — I would like to see a requirement made of those 
who benefit to participate in graduate medical education. That cer- 
tainly would include the HMOs. 

Chairman Thomas. If they are not listening, we will deliver the 
message anyway. 

Dr. Anderson. Thank you. I hope you do that. 

Second, I think to attempt to dissect out now what portion of a 
resident’s time is spent in training, we know the elements that go 
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into making up the total amount of the payments; I think we 
should look more at the finished product. 

Are we producing — and you made that observation, Mr. Thom- 
as — we should look at the product to determine whether or not we 
are producing the kind of physician that we need to meet societal 
needs. 

If we are not doing that, without regard to how much it costs, 
we should stop. We should stop. 

So when I say look at 110 percent funding, 110 percent of the 
positions for our graduates, if that meets the needs, that is where 
the funding needs to stop. 

Chairman Thomas. Yes. And a lot of times it is not what, it is 
where. And more and more it is where they are getting it. And I 
would much rather emphasize an open structure, so that you folks 
can get them trained where they need to be trained in terms of re- 
flecting what tomorrow looks like, rather than getting into percent- 
ages that may or may not be education versus training. 

I thank the panel very much. 

Dr. Anderson. Thank you. 

[Pause.] 

Chairman Thomas. The last panel can now take their place, and 
we have got: Gwendylon Johnson, Kenneth Kalkwarf, and Charles 
Jones. 

As I indicated to the other panels, your written testimony will be 
made a part of the record without objection, and you may proceed 
to educate and inform us as you see fit in the time that you have. 

Ms. Johnson, if you will start, then we will move across to Mr. 
Kalkwarf and then on to Mr. Jones, if you will begin. 

STATEMENT OF GWENDYLON E. JOHNSON, MA., R.N., C., 

MEMBER, BOARD OF DHIECTORS, AMERICAN NURSES 

ASSOCIATION 

Ms. Johnson. Thank you, Mr. Chairman, and members of the 
subcommittee. 

I am Gwendylon Johnson. I am a member of the board of direc- 
tors of the American Nurses Association. Thank you for the oppor- 
tunity to discuss graduate nurse education. 

The American Nurses Association is the only full service profes- 
sional organization representing the Nation’s 2.2 million registered 
nurses. 

We are also testifying today on behalf of the American College 
of Nurse Practitioners, the Association of Operating Room Nurses, 
the Emergency Nurses Association, and the National Association of 
Nurse Practitioners in Reproductive Health. 

America’s registered nurses deliver many essential health care 
services in the United States today in a variety of settings — ^hos- 
pitals, nursing homes, schools, home health agencies, the work- 
place, community health clinics, in private practice and in managed 
care settings. 

Because we are there 24 hours a day, 7 days a week, we know 
all too well how the system succeeds so masterfully for some, yet 
continues to fail so shamefully for all too many others. 
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Nursing commends Congress for its increased focus on nurse 
education issues. It is clear that the U.S. health care system has 
an increasingly urgent need for primary care providers. 

Funding must be made available to strengthen advanced practice 
nurse programs and to establish new programs to prepare those 
primary care providers so urgently needed. 

Nurses are well positioned to fill many of the gaps in the avail- 
ability of primary health care services. Advanced practice nurses 
are trained to provide from 80 to 90 percent of the necessary pri- 
mary care services of the Nation. Advanced practice nurse edu- 
cation includes the preparation of nurse practitioners, clinical 
nurse specialists, certified nurse midwives, and certified nurse an- 
esthetists. These advanced practice nurses are prepared as expert 
clinicians to deliver primary care and other services vital to the 
Nation’s health care needs. 

Since its inception, the Medicare proOTam has paid a portion of 
the cost of training health profession's. Graduate medical edu- 
cation expenditures for nursing education are intended to reim- 
burse a portion of the cost of nurse education to promote quality 
inpatient care for Medicare beneficiaries. 

Thus, Medicare has traditionally made payments to hospitals for 
the training of nurses in hospital-based nurse education programs. 
A majority of these programs are hospital-based programs that 
grant a diploma, rather than a bachelor of science degree that is 
granted by most university-based nursing education programs, or 
an associate degree granted by commimity colleges. 

As the need increases for community-based and primary care 
providers, nursing will be forced to expand the number and capac- 
ity of its graduate level education programs. These programs do not 
currently receive Medicare funding. 

In order to quickly expand the number of these expert clinicians, 
there must be an increased Federal commitment to graduate nurse 
education, a commitment not subject to the uncertainties of the an- 
nual appropriations process. 

We urge this committee to redirect a portion of the annual Medi- 
care funds currently being used to reimburse diploma nursing edu- 
cation over a 3-year phase-in period to graduate nurse education 
programs. 

However, since there is also a continuing need for 4-year BSN- 
prepared nurses to play a variety of critical roles in the evolving 
health care system, we believe that the current Medicare funds re- 
imbursing hospitals for those programs must be maintained. 

We also believe that funding must be available to the 72 existing 
programs offering what is termed an “RN to MSN” program. In es- 
sence, these are accelerated nursing education programs that en- 
able diploma and associate degree nurses to become master’s pre- 
pared and hence, better able to meet the primary health care needs 
of the Nation. These programs allow for a readily available pool of 
skilled health care professionals to become educated as advanced 
practice nurses in a short period of time. 

A graduate nurse education program would help many graduate 
nursing students who are currently attending school part time due 
to financial constraints to become ftill-time students. 
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The current cost of obtaining a nurse practitioner education is 
similar to students pursuing master’s degrees in other subjects. A 
division of nursing study estimated that the average cost is about 
$34,000 per graduate. A large portion of graduate nursing student 
programs are in clinical practice. Some certifying exams require 
that the nurse spend one-third of his or her education in the class- 
room and two-thirds in clinical practice. 

Advanced practice nurses currently train in a variety of set- 
tings — ^hospitals, skilled nursing facilities, home health agencies, 
nurse managed care centers, ambulatory care facilities, HMOs, 
public health departments, and community health centers. 

Therefore, even as advanced practice nurses are training for 
their degrees, their services are being utilized in providing much 
needed health care services to patients. However, nursing pro- 
grams and students currently incur the cost of the support of the 
clinical training in the advanced practice nurse education, despite 
the fact that these students are providing direct health care similar 
to many medical residents. 

Funds should be available to nurses to help them defray tuition 
and fees and provide student stipends, as well as reimburse the 
costs for faculty supervision at the clinical site. 

Mr. Chairman, we commend you and the other members of the 
subcommittee for holding this hearing on ^aduate medical and 
nurse education and for working so duigently to find solutions to 
the health care crisis. We appreciate this opportunity to share our 
views with you and look forward to continuing to work with you 
as you develop solutions to this critical problem. 

Again, thank you very much. 

[The prepared statement follows:] 
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TESTIMONY OF GWENDYLON E. JOHNSON 
AMERICAN NURSES ASSOCIATION 

Good momiiig, Mr. Chairman and Members of the Subcommittee. I am Gwendylon 
Johnson, RN, a member of the Board of Directors of the American Nurses Association.! 
am here today on behalf of the American Nurses Association (ANA), the only full- 
service professional organization representing the nation’s 2.2 million registered nurses, 
including staff nurses, nurse practitioners, clinical nurse specialists, certified nurse 
midwives, nurse educators, nurse managers and certified registered nurse anesthetists 
through its 53 state and territorial nurse associations. 

I am also testifying today on behalf of the: American College of Nurse Practitioners, a 
group of nurse practitioner organizations who advocate for universal access to basic 
health care and the removal of barriers to consumer access to nurse practitioner care; 
Association of Operating Room Nurses, Inc., the professional association of perioperative 
nurses representing 47,600 members who are all registered nurses specializing in care of 
the patient undergoing surgical and other invasive procedures; Emergency Nurses 
Association, a voluntary membership association of nearly 21,000 professional nurses 
committed to the advancement of emergency nurse practice; and the National 
Association of Nurse Practitioners in Reproductive Health, a national non-profit 
membership association representing nurse practitioners who practice in obstetrics, 
gynecology, family planning, reproductive endocrinology and infertility whose purpose is 
to assure the availability of quality reproductive health services. 

We appreciate the opportunity to testify on graduate nurse education. We have long 
advocated for high quality, affordable health care for everyone in this nation. America’s 
registered nurses deliver many of these essential health care services in the United States 
in a variety of settings - hospitals, nursing homes, schools, home health agencies, the 
workplace, community health climes, in private practice, and in managed care settings. 

As the health care delivery system continues to evolve rapidly in the coming years, it is 
crucial that all available health care professionals be fully prepared to deliver essential 
primary care services. To meet the increasing demands on our health care system, 
funding must be guaranteed to strengthen existing advanced practice nurse education 
programs and to establish new programs to ensure an adequate supply of these primary 
care providers. 


BACKGROUND 

Nurses are well-positioned to fill many of the current gaps in availability of and access to 
primary and preventive health care services. Advanced practice nurses are registered 
nurses who are nurse practitioners, clinical nurse specialists, nurse mid-wives or nurse 
anesthetists who have obtained specialized formal education and training beyond the 
education that prepared them to initially become a registered nurses (beyond the four 
year Bachelor of Science degree). In most cases, advanced practice nurse education 
results in a master’s degree. 

Advanced practice nurses are trained to provide from 80 to 90 percent of the necessary 
primary care services of the nation. Primary care services include: preventive care and 
screening, physical examinations, health histories, basic diagnostic testing, diagnosis and 
treatment of common physical and mental conditions, prescribing and managing 
medication therapy, care of minor injuries, education and counseling on health and 
nutrition issues, minor surgery or assisting at surgery, prenatal care and delivery of 
normal pregnancies, well-baby care, continuing care and management of chronic 
conditions, as well as referral to and coordination with specialty caregivers. 

Of the 2.2 million registered nurses in the United States, approximately 139,117 are 
considered advanced practice nurses with this type of advanced education and most are 
trained to provide primary care services. Some advanced practice nurses are specialized 
in tasks that are complimentary to primary care, (i,e„ certified registered nurse 
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anesthetists administer anesthetics for patients, including intravenous sedations and some 
clinic nurse specialists (CNS) specialize in such clitu'cal areas as cardiology, oncology, 
stoma care, although other CNSs provide direct patient primary care services such as 
mental health counseling and gerontological care. With this advanced education, many 
State legislatures have expanded the scope of practice of advanced practice nurses to 
include such things as prescriptive authority. Furthermore, Federal health insurance 
programs [i.e.. Medicare and Medicaid in certain cases. Federal Employees Health 
Benefits Program (FEHBP) and CHAMPUS in all cases] directly reimburse advanced 
practice nurses for their services. 


CURRENT NURSING F.nUCATION FUNDS UNDER MEDICARE 

Since its inception in 1965, the Medicare program has paid a portion of the costs of 
training health professionals. Graduate Medical Education (GME) expenditures for 
nursing education are intended to reimburse a portion of the costs of nurse education to 
promote quality inpatient care for Medicare beneficiaries. Thus, Medicare has 
traditionally made payments to hospitals for the "training" of nurses in hospital-based 
nurse education programs. A majority of these programs are hospital-based programs 
that grant a diploma rather than a Bachelor of &ience degree that is granted by most 
university-based nursing education programs, or an associate degree granted by 
community colleges. Medicare reimburses hospitals based on a formula payment for a 
portion of the cost of these hospital operated nurses education programs including 
classroom and clinical training. In cases where the hospital acts as the training site, but 
the educational program or institution is separate (but with a written joint venture 
agreement with the hospital), only the clinical training costs are reimbursed under 
Medicare. As of 1989, no new jointly operated programs have been eligible for 
Medicare reimbursement. In 1991, Medicare provided approximately $174 million to 
hospitals in support of nursing education costs, and these payments were estimated to 
increase to $248 million last year. In 1991, 144 hospital diploma programs received the 
majority of this Medicare graduate medical education (GME) funding. Despite this 
funding source, diploma nursing programs are rapidly disappearing. In 1965, they 
numbered over 800, but in 1994 only 112 programs remained. The numbers are even 
more dramatic when examining the relative numbers of total nurses educated through 
the diploma program. In 1965, 77 percent of all registered nurses were trained in 
hospital operated diploma programs; by 1990, less than eight percent of all nurses were 
trained in this manner. Nurse education has shifted almost entirely away from the 
hospital-based settings to community colleges and umversities. 

Medicare reimbursement for nursing diploma programs is also centralized in certain 
regions of the country - six states (Pennsylvania, Illinois, Ohio, New Jersey, New York, 
and Massachusetts) received 50 percent of the avtiilable funding. 

Since the enactment of Medicare, dramatic changes have occurred in the field of nurse 
education. For example, the financing of nurse education has shifted away from 
hospitai-based diploma programs sponsoring students to the students and their families 
bearing the brunt of the cost of a higher education nursing program. Furthermore, the 
locus of educational control has shifted from the hospitals to the educational institutions 
granting four and six year degrees. For the most part, hospital based nursing programs 
do not produce primary care providers, but rather these primary care practitioners 
graduate from four-year BSN programs and advanced nursing educational programs. 
Advanced practice programs for nurses has increased dramatically in the past decade. 
Therefore, nursing finds that the primary Federal support for nurse education is based 
on an outmoded payment system reimbursing those nurse education programs that are 
least likely to be able to help meet the growing need for more primary care and 
community-based health are providers. 
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Furthermore, Medicare funds for nurse education are not routinely targeted for this 
intended purpose, but can be diverted to a hospital’s general revenue pool and 
distributed in a variety of manners based on the institub'on’s internal budgeting 
processes. 


THE NEED FOR A GRAnHATF. NURSING EDUCATION PROGRAM 

As the need increases for community-based and primaiy care providers, nursing will be 
forced to expand the number and capacity of its graduate level education programs. 
These programs do not currently receive Medicare funding. In order to educate 
adequate numbers of skilled advanced practice nurses who provide high quality and cost- 
effective services to Medicare recipients, there must be a reliable revenue stream that is 
not subject to the uncertainties of the annual appropriations process. We urge this 
Committee to redirect, over a three-year phase-in period, a portion of the Medicare 
funds currently being used to support diploma nursing programs in hospital institutions to 
programs that educate advanced practice nurses. However, since there is also a 
continued need for four-year BSN prepared nurses to play a variety of critical roles in 
the evolving health care system, we believe that the current Medicare funds reimbursing 
hospitals for those programs should be maintained. 

We also believe that funding must be available to the 72 existing programs offering what 
is termed an "RN to MSN" program. In essence, these are accelerated nursing 
education programs for diploma or associate degree nurses to become master’s prepared 
and hence, better able to meet the primary health care needs of the nation. These 
programs allow for a readily-available pool of skilled experienced health care 
professionals to become educated as advanced practice nurses in a shorter amount of 
time. 

A graduate nurse education program would help many graduate nursing students who 
are currently attending school part-time due to financial constraints to become full time 
students. The current cost of attaining a nurse practitioner education is similar to 
students pursuing master’s degrees in other areas of study. A 1994 Lewin-VHI study 
commissioned by the Health Resources and Services Administration, Bureau of Heith 
Professions, Division of Nursing estimated that the average cost of nurse practitioner and 
certified nurse midwife programs per student year is $15,591, The average costs for all 
nurse practitioner programs are $ 17,544 per student year and $34,096 per graduate. 

A large portion of a graduate nursing student’s programs are in clinical practice. Some 
certi^ng exams require that the nurse graduate spend one-third of his or her advanced 
nurse education in the classroom and two-thirds in clinical practice, although in most 
cases, the classroom and clinical studies are integrated through the graduate student’s 
curriculum. In other words, even as advanced practice nurses are training for their degrees, 
their services are utilized in providing much needed health care services to patients. 


THE NEED FOR RN’s 

Recent research by Linda Aiken, PhD, RN, FAAN demonstrates that hospitals have not 
increased employment of nurses enough to offset the increase in acuity, so nurses are 
working under greater pressure to provide critical health care services to acutely ill 
patients. While employment in the hospital sector increased 33 percent during the 1980s 
and positions for nurses also increased by over 200,000 FTEs between 1980 and 1992, 
RNs and LPNs exhibited the slowest growth of any occupational category in the hospital 
workforce. Further, many of the new RN positions were in administrative or other non- 
clinical roles. Consequently, nurses represented a smaller share of the hospital 
workforce at the same time that patients in the hospitals were sicker than in previous 
years; this increasing need for acute health care services fell mostly on the nursing 
personnel. 
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Despite the need for nurses to care for sicker patients in the hospital setting and the 
need for nurses to provide primary care in the community-based settings, the majority of 
newly graduated nurses (65 percent) graduate from associate degree, community colleges 
or diploma programs. This mix of nurses by educational background does not reflect the 
needs of the changing health care market. 


THE EVOLUTION OF MANAGED CARE 

The health care delivery system is a rapidly changing enviromnent that needs an provider 
infrastructure to better deliver coordinated quality care in cost effective marmer. 
Medicare has always paid for the training of providers in the hospitals. As health care is 
increasingly moving to ambulatory care sites and health maintenance organizations 
(HMDs) are charged with the task of educating the "provider of the future" it follows 
that new systems must be developed for Medicare to provide clinical training for 
practitioners in these settings. Managed care plans are hiring new practitioners and 
developing teams of practitioners including nurse practitioners. Managed care plans are 
attracting practitioners whose training they have not subsidized. Managed care plans 
currently neither contribute to this training nor do they qualify for training dollars. 

Some managed care plans train in-house at their own expense. New systems such as 
community partnerships will have to be developed between the managed care networks, 
teaching hospitals and nursing programs. Policy makers must begin to shift a significant 
amount of training to ambulatory sites in order both to match the training to service and 
to provide practitioners and site role models for fumre clinicians to follow. 

The delivery of health care serves in this country has clearly moved to ambulatory sites. 
Changes in hospital admission, use of various ambulatory facilities as well as health 
expenditures reflect this shift. It is even possible for an increasing number of surgeries 
to be performed in the outpatient setting. The training of the health practitioner in an 
inpatient sector is outmoded. In the 19th century individual apprenticeships, training and 
education moved to group experiences in hospit^ settings as public hospitals increased in 
number. After World War II, education become linked to inpatient care and research as 
Medicare financed support center on inpatient specialty services. Despite the clear and 
increasing demand tor more primary care providers, academic health centers continue to 
train specialty care physicians and nurses. Because advanced nurse training focuses on 
the integration of services and developing teams of providers, these practitioners are 
better suited to community based primary care settings (National Governor’s Association 
Report 1994). 


HOW THE PROGRAM WOULD WORK 

Medicare funding should be used to meet the health care needs of the future by 
retargeting the eligible entities for this funding to be educational programs rather than 
health service providers. ANA proposes that Medicare funds under the Graduate 
Medical Education program which are currently used to reimburse diploma nursing 
education be re-directed to graduate nurse education programs that are post- 
baccalaureate, advanced practice programs accredited by a national accrediting body and 
linked by a written agreement to an academic institution that is accredited by a national, 
state, and/or regional accrediting body. A formula- driven payment would be established 
for the training of the clinical training of advanced practice nurses taking into account 
the number of annual full-time equivalent participants in the program and the national 
average of costs of such programs in educating such a participant. Advanced practice 
nurses currently train in a variety of settings including hospitals, skilled nursing facilities, 
home health agencies, nurse managed care centers, ambulatory care facilities, health 
maintenance organizations public health departments and community health centers. 
Nursing programs and students currently incur the costs for the support of the clinical 
training of the advanced practice nurse education. Yet, these students are providing 
direct health care in a manner similar to medical residents. Funds should be available 




128 


to nurses in graduate nurse education programs to help them defray tuition and fees and 
provide student stipends, as well as the costs of faculty supervision at the provider site, 
and program expenses. 

ANA also believes that the classroom costs incurred by rural and urban underserved 
providers should be considered for reimbursement. It has been demonstrated that nurses 
often provide care in underserved inner city or rural areas where no other provider is 
available. TTiirty-one percent of all nurse practitioners report that greater than half of 
their patients are Medicaid recipients and eight percent of all nurse practitioners report 
that 50 percent of their clients are Medicare beneficiaries. Furthermore, 20 percent of 
all nurse practitioners report that more than 50 percent of their patients have no source 
of payments. Nurse practitioners also report that special populations comprised more 
than 25 percent of their patients in practice including the homeless, victims of abuse, 
culturally diverse patients with a non- Western orientation to health care, and substance 
abusers. Many clinical nurse specialists provide psychiatric services. Over 25 percent of 
all clinical nurse specialists report that greater than half of their patients are Medicaid 
recipients. Overall greater proposals of nurse practitioners and certified nurse midwives 
were found in urban undeserved and high poverty areas. Near 19 percent of all certified 
nurse midwives provide care in high poverty areas compared to 10 percent of all 
obstetricians/gynecologisis. In high poverty areas, nurse practitioners and certified nurse 
midwives work predominantly in clinics and in rural undeserved areas, more than one 
third of these practitioners work in rural health centers. 

Medicare beneficiaries in iimer cities or rural areas are known to be able to access the 
health care delivery system less than their counterparts in other geographic areas despite 
the fact that they have a single payer system available lo them. As managed care 
continues to grow and the Medicare system looks toward managed care as the cost 
saving salvation additional steps will be needed to allow this population to access their 
services. Advanced practice nurses play a critical role in providing care to the nation’s 
elderly population. 


THE NEED FOR RESEARCH 

There is a need for additional data on the relationship between the workforce trends and 
advanced practice nurses. We request that Members of this Committee take the lead in 
establishing a graduate nurse education council to track workforce trends as they relate 
to the advanced practice nurse. In tracking such trends, the supply and demand for 
physicians and other health professionals should be assessed. 


CONri.IJ.SlON 

Mr. Chairman, we thank you for holding these hearings today on graduate medical and 
nurse education. We applaud this Committee for its strong commitment to the 
improvement of the health care systems in this country, and we appreciate the 
opportunity to share our views with you. Thank you. 
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Chairman Thomas. Thank you very much, Ms. Johnson. 

Dr. Kalkwarf. 

STATEMENT OF KENNETH KALKWARF, DJD.S, DEAN, DENTAL 

SCHOOL AT THE UNIVERSITY OF TEXAS HEALTH SCIENCE 

CENTER AT SAN ANTONIO, TEX., ON BEHALF OF THE AMER- 
ICAN DENTAL ASSOCIATION AND THE AMERICAN ASSOCIA- 
TION OF DENTAL SCHOOLS 

Mr. Kalkwarf. Thank you very much for the opportunity to tes- 
tify today. 

My name is Ken Kalkwarf. I am dean of the Dental School at the 
University of Texas Health Science Center at San Antonio, and I 
am here today on behalf of the American Dental Association and 
also the American Association of Dental Schools. 

It is my pleasure to discuss the need for continued and expanded 
Medicare support for graduate dental education. For almost 30 
years, Medicare payments for CTaduate medical education have 
been vital to meeting the dental health personnel needs and en- 
hancing the quality of care for Medicare beneficiaries. 

The Association’s first recommendation is for the continuation of 
GME funding for hospital-based graduate dental education pro- 
grams. 

Dental residents trained in hospitals have always been counted 
in GME funding. It is critical that this support continues. GME 
funding for dental residents is essential to meet the oral health 
needs of Medicare beneficiaries. 

There are many oral health conditions that must be addressed 
prior to medical treatment of the elderly, the disabled, or the medi- 
cally compromised. Bacteria from untreated oral infections com- 
plicate management of systemic disease and compromise success of 
medical therapy. 

The hospital-based dental programs at my institution train resi- 
dents in general dentistry, pediatric dentistry, and oral and maxil- 
lofacial surgery. The residents within these programs provide con- 
sultations for and treatment of patients receiving chemotherapy, 
head and neck radiation, organ transplants, joint replacement, and 
cardiovascular surgery, as well as providing consultations for pa- 
tients with infections or chronic diseases. 

In these GME-supported programs, dental and medical residents 
learn to work together as primary team providers. 

The Association’s second recommendation is that dental residents 
be included in direct GME inflationary updates. This would correct 
a current inequity. In the direct GME formula, primary care dental 
residency programs do not receive inflationary updates. Without 
these updates, it becomes difficult to sustain primary care dental 
residency programs. 

Dentistry has few alternative sources of revenue. Many dental 
residents pay tuition for their postdoctoral primary care training. 
As a result, primary care dental residents may have educational 
debts greater than their medical colleagues. The excessive debt 
burden discourages some students from even applying for 
postdoctoral training. 

The Association’s third recommendation is that GME funding be 
extended to cover nonhospital graduate dental programs. Only 
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graduate dental programs located in teaching hospitals currently 
receive Medicare, direct GME, and IME support. This ignores the 
fact that substantial training takes place outside of the hospital. 
Dental residents at outpatient clinics provide a significant amount 
of uncompensated care to elderly and low-income patients, but 
these programs do not receive GME funding. 

We urge the committee to consider providing Federal support to 
all accredited postdoctoral dental education programs, including 
those providing only outpatient care. 

Mr. Chairman, we want to emphasize that oral health is an inte- 
gral part of total health, and oral health care is an integral part 
of comprehensive primary health care. Therefore, graduate dental 
programs are a vital part of meeting the Nation’s health care 
needs. 

However, hospital dental programs and dental school clinics have 
unique financial problems which make delivering this care difficult. 
Federal reimbursement for dental services is extremely limited. As 
a result, hospital dental programs and dental school clinics have 
become a “safety net” for patients without insurance or resources 
to pay. 

Unfortunately the increasing amount of unreimbursed dental 
care provided by these training programs puts them at serious fi- 
nancial risk. 

A recent Institute of Medicine report recognized the valuable role 
of CTaduate dental training and its perilous financial situation. 
Medicare, DME, and IME are sources of ongoing support for these 
residency programs. Any significant reduction in direct GME or 
IME support will cripple the Nation’s dental training infrastruc- 
ture. In fact, without Medicare GME support, man^ hospital-based 
dental residency programs would close due to the high cost of train- 
ing, unreimbursed care costs, and the lack of other funding mecha- 
nisms. 

In summary, we recommend: First, continuation of GME funding 
for hospital-based dental education programs; second, inclusion of 
dental residency proCTams in the direct GME inflationary updates; 
and last, extending GME coverage to nonhospital graduate dental 
programs. 

Through such a partnership with Medicare, these proCTams can 
continue to play their vital role in meeting the Nation^ primary 
health care needs. 

Thank you. 

[The prepared statement follows:] 
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TESTIMONY OF KENNETH KALKWARF, D.D.S. 
AMERICAN DENTAL ASSOCIATION 


Thank you Mr. Chairman and Members of the Committee for the 
opportunity to testify today on behalf of the American Dental 
Association and its 140,000 members. I am Dr. Kenneth Kalkwarf, 
Dean of the Dental School at the University of Texas Health 
Science Center at San Antonio. 

Introduction 

The ADA endorses the goal of the Committee to develop a relevant 
and long-term policy on the role of Medicare in the support of 
health professions education- For almost thirty years, Medicare 
payments for graduate medical education have been vital to 
meeting the health manpower needs of our country while enhancing 
the quality of care for Medicare beneficiaries. Since the 
beginning of Medicare, dental residency training has been part of 
this funding mechanism. It is essential, we believe, that this 
assistance be continued. Our views on this important issue are 
based upon three fundamental propositions: 

1) A direct link exists between a financially sound 
graduate dental education system and the provision of 
oral health care to the elderly, disabled, medically 
compromised and other special need populations; 

2) Graduate dental education rests upon a fragile 
economic base; 

3) Alternative sources of financing do not exist. 

These factors compel, we believe, an adequate and predictable 
level of federal support through Medicare direct and indirect 
graduate medical education funding. 

Before addressing more specific issues and recommendations with 
regard to Medicare and Graduate Medical Education payments, I 
would like to briefly describe the nature of oral health care 
provided to patients in these dental residency training programs. 

Treatment of dental caries (decay) in children was the 
predominate concern of dentists in the past. Today, as a result 
of advances made in preventive oral health care over the last 
four decades, an increasing number of people are retaining their 
teeth for a lifetime. This change in the nature of dental 
disease requires today's dentists to master a broader range of 
treatments and to understand the implications of an ever- 
increasing number of medical conditions and prescription drugs on 
the oral health of patients, especially the elderly. Further, 
there is growing recognition of the importance of providing 
medically necessary oral health care. 


Dental caries and periodontal diseases are bacterial infections 
which, like pneumonia and other bacterial diseases, require 
treatment. Oral cancer is more common than most people realize 
and kills more people each year than cervical cancer. Untreated 
dental diseases cause millions of hours of lost productivity and 
impede employability. Oral health affects general health and 
treatment of dental diseases is often a medical necessity. 

For adults without dental coverage or the means to pay for care, 
teaching hospitals and dental school clinics serve as a dental 
"safety net". As in medicine, the hospital emergency room is 
often the major source of oral health care for the poor. The 
dentists and dental residents in hospitals serve this safety net 
function, and unless there is a dentist available, patients with 
dental problems will be given only temporary relief -- the 
underlying problem, still untreated, will resurface at a later 
tine. Dental staff in these hospitals also provide numerous 
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consultations, mostly unreimbursed, on medically necessary oral 
health care needs. 


Medically Necessary Oral Health Care 

For the Medicare population, there arc many oral health 
conditions that must be addressed prior to medical treatment. 
Medically necessary oral health care is a direct result of, or 
has direct impact on, an underlying medical condition. It 
includes care directed toward control and/or elimination of pain, 
infection, and reestablishment of function. There are a variety 
of serious diseases and conditions that can be complicated where 
oral health is not properly attended to. 

‘ For those receiving radiation therapy, a dental 
abscess or infection frequently becomes 
uncontrolled and destroys the surrounding bone or 
even the jaw itself, leading to mutilation and 
sometimes death. Rampant decay is a common 
complication due to the destruction of the salivary 
glands . 

• Bacteria from oral infections can spread 
through the blood stream and attach to heart 
valves of those with congenital or acquired heart 
defects and to other prosthetic replacements in 
patients. This results in death fifty percent of 
the time. 

• For diabetics, any infection can be life 
threatening, because the infection exacerbates the 
diabetes and precludes control of elevated blood 
sugar levels. In this context, it is important to 
remember that periodontal diseases and dental 
caries are the most common infections in adults. 

• For those with a blood disorder, gingival (gum) 
bleeding can be life threatening. Persons at risk 
include hemophiliacs and those with HIV disease. 

• Renal transplant patients, those on chemotherapy, 
and anyone with an immune deficiency are 
vulnerable to the uncontrolled progression of the 
herpes simplex virus (fever blisters). The virus 
can spread to the brain and spinal cord in those 
who are immunosuppressed . When uncontrolled, this 
often results in death. 

• For patients on chemotherapy, oral infections can 
spread unchecked through the blood stream because 
of the absence of natural defenses. Mouth 
infections are the most common infections in 
chemotherapy patients and are therefore a major 
cause of life threatening disease in these 
patients . 

Unfortunately, many of the above services are provided without 
reimbursements from federal fundings or any other sources. 

Because Medicaid dental services for adults are optional rather 
than mandated, some states provide no dental coverage for adults 
and most of the remainder provide only emergency treatment or 
very limited restorative services. In addition, more states are 
considering eliminating adult dental services as the country's 
economic situation continues to strain state budgets. New York 
State would be an example. 



133 


Under Medicare part B, the dental care covered is extremely 
limited (essentially limited to treatment of traumatic injuries, 
oral pathology, and jaw surgery). Hospital dental programs 
cannot rely on Medicare patient revenues to support the programs. 
As a result, dental residency programs, which serve both the 
training function and a necessary patient care function, often 
provide free care because oral health services are not 
reimbursed. 

Dental Residency Training; An Overview 

Training for dental school graduates at the postdoctoral level 
(after dental school graduation) ta)ces place at both dental 
school clinics and teaching hospitals. The programs that are 
relevant for discussion of Medicare DGME and IME are the eight 
recognized dental specialty programs and General Dentistry 
residency training programs. In 1993, the first year enrollment 
for all of these programs was 2,447, representing sixty five 
percent of the dental school graduates for that year. Unlike 
medicine, there are not enough dental residency positions for all 
dental school graduates. 

The postdoctoral programs and their first year enrollment figures 
for 1993 are as follows: 


Type of Program* 



Dental Public Health 

17 

1 or 2 

Endodontics 

155 

2 

Oral Pathology 

8 

3 

Oral Surgery 

213 

4 

Orthodontics 

266 

2 

Pediatric Dentistry 

173 

2 

Periodontics 

188 

3 

Prosthodontios 

201 

3-4 

General Dentistry 

1,224 

1-2 


* A descr^^Ton of the vario^~^siJency programs is appended. 


General Dentistry training programs provide a one to two year 
clinical and scientific experience which provides residents with 
additional expertise in various dental specialties and hospital 
dentistry. General Dentistry residents learn to care for the 
oral health needs of those requiring specialized or complex care, 
such as the handicapped, developmental ly disabled individuals, 
high risk medical patients, and those with infectious diseases. 

As a result, graduates of these programs refer to specialists 
less often, which is critically important in rural and 
underserved areas. Eighty seven percent of those trained in 
General Dentistry residencies remain in primary care practice. 

In 1993, there were 1,224 first year enroilees in these programs, 
but demand remains high as twenty five percent of the applicants 
were turned away. 

Dental residency training also differs from physician training in 
that approximately one half of all positions are located in 
dental schools; the other half are in hospitals. Dental school 
clinics are not eligible for Medicare DGME funding. Of hospital 
dental training sites, only non-VA, non-DOD teaching hospitals 
receive DGME support. In 1993 approximately forty four percent 
of all postdoctoral dental residency training positions took 
place in hospitals supported by Medicare DGME and IME funding. 

What does this mean in terms of federal support? One of the 
recommendations of the institute of Medicine's recent study of 
dental education ("Dental Education at the Crossroads", released 
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January 17, 1995) directly addresses postdoctoral dental training 
policy: 

"The Committee recommends that postdoctoral education in a 
general dentistry or specialty program be available for 
every dental graduate, and that the goal be to achieve this 
within five to ten years, and that the emphasis be on 
creating new positions in advanced general dentistry ..." 
(Recommendation 7) 

The Association would support the establishment of additional 
positions sufficient to meet need or demand. 

Because Medicare DGHE and IKE fvinding provides for ongoing 
maintenance of these programs, continued inclusion of dental 
training in these formulae helps to maintain the hospital -based 
postdoctoral training positions that currently are provided. The 
Association also supports funding for start-up costs of such 
programs. This is critically important in assuring comprehensive 
care to patients and to the availability of a workforce able to 
meet the broad spectrum of patient needs. 

Medicare DGHE and IME: iBPact on Dental Education and Needed 
Improvements 

Given limitations in oral health care coverage described earlier, 
it is clear that patient care revenue is not sufficient to 
support dental residency training programs. Significant support 
from a host institution is required, and even the Medicare GME 
and IME that teaching hospitals receive can only meet a portion 
of the total costs. 

While Medicare DGME and IME funding streams currently flow to the 
teaching hospital administration rather than directly to 
residency training programs, their continuance is vitally 
important to dental programs. If the dental residency training 
position "counts in the formula", there is less financial 
pressure from the hospital administration or threat of program 
closure. Often, directors of dental residency programs can 
point to such offsetting funds in making the case for 
continuation of their programs. These programs are often in a 
deficit situation absent such DGHE/IME support, due to the 
indigent unreimbursed oral health care that is provided. 

A 1994 survey of Medicare GME and IME's impact on 235 hospital 
dental training found that thirty percent have been threatened 
with closure due to financial hardship. These Medicare funds 
help the programs to continue despite an average thirty two 
percent shortfall in revenues to expenses. 

Medicare Direct GME (DGME): DGHE payments are based on a formula 
of full-time equivalent (FTE) residents multiplied by a per 
resident dollar amount and then multiplied by the proportion of 
hospital inpatient days used by Medicare patients in the 
particular hospital, since the beginning of Medicare, hospital 
dental training has been part of this funding mechanism. 

Under HCFA regulations, the GME formula counts a full-time 
resident for the tine spent in a basic training period plus one 
year (basic training period means the time required to be 
eligible for board certification). The regulations make an 
exception for General Dentistry residencies, so these primary 
care residents are counted in the formula even though the 
training is not required for board certification (Federal 
Register, September 29, 1989, p. 40294). The other basic 
training periods (plus one year) for dental residencies are: 
Endo-3 years. Oral Path-4, OMFS-5, Ortho-3, Pediatric-3, Perio-4, 
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Prosth-4, Prosth Max- 5 .^ Only hospital -supporcea aencai 
education programs receive this Medicare payment. Dental school- 
based residencies are not part of this reimbursement formula. 
Offsite residents can also be counted if the hospital incurs all 
or substantially all of the costs of such training. 

Medicare Indirect Medical Education (IME): As the Committee is 
aware, the IME adjustment is provided to teaching hospitals to 
compensate for factors that increase their costs, such as a more 
severely ill patient population, severity of cases and weakness 
of the DRG system in recognizing this, and operating costs 
associated with education programs. As with Direct GME, IME 
payments are only made to teaching hospitals, and dental 
residents in hospitals count in the formula.^ 

There is movement toward having more training take place in 
outpatient or other ambulatory care settings. Innovative dental 
programs have been established at some hospitals, where dental 
residents rotate through community health centers. OBRA '93 
allows residents in community health centers to be counted under 
IME if the residents are under the hospital's ownership or 
control and the hospital incurs all or substantially all of the 
costs of services furnished by interns and residents. Therefore, 
it is important for dental residents to continue to count in this 
formula. The ADA encourages expansions of General Dentistry 
training sites. These sites provide primary dental care to the 
unserved and underserved population. It is not possible to 
promote training in the ambulatory care setting without dental 
residents in the formula. 

Problems and Recommendations: 

While continuation of current Medicare DGME and IME funding is 
vitally important for dental education, there are two additional 
issues of concern that should be addressed: 

(1) Dental programs do not receive an inflationary update under 
OGKE; and 

(2) Dental school-based residency programs receive no DGME 
support . 

The Budget Reconciliation law of 1993 (OBRA 1993) defined primary 
care residencies as family medicine, general internal medicine, 
general pediatrics, preventive medicine, geriatric medicine, or 
osteopathic general practice. This medical-only definition 
reflected a goal to steer more physicians into primary care. The 
law provided that only these primary care residency positions 
would receive an annual inflationary update of the per residency 
amount in the Direct GME formula. 

Unfortunately, this completely overlooks the critical primary 
health care role played by dental residents. For most Americans, 
the primary care team includes a physician and a dentist. If 
either is unavailable, the patient has an access problem, as 
treatment of the entire body must include the oral cavity. The 
incomplete definition of primary care used for the inflation 
update was taken from a Public Health Service training definition 
explicitly limited to a medical loan program. In fact, 


'The citation for inclusion of hospital dental residents in 
Medicare DGME is: 42 CFR (Code of Federal Regulations) § 413.86, 
referencing § 405.522 (a). 

'The citation is 42 CFR § 412.105 (g)(i)(A), referencing § 
405.522 (a). 
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contemporaneous report language accompanying the 1992 
reauthorization of health professions programs shows that the 
committee recognized dentistry as a primary care component of 
practice : 

"The Conferees have tied receipt of Federal scholarship 
funds to the completion of primary care training programs 
and the practice of primary care . . . After graduation from 
allopathic or osteopathic schools of medicine or dental 
school, the individual must enter general dentistry 
practice, or will have five years to complete a residency 
program in either family medicine, general pediatrics, 
general internal medicine, or general dentistry." 

The recent lOM report on dental education specifically states, 
under the first of eight "Policy and Strategic Principles" that 
''[o]ral health is an integral part of total health, and oral 
health care is an integral part of comprehensive health care, 
including primary care." 

Further, if GME policy is further modified to "weight" or re- 
direct DOME funds toward "primary" care, use of this same 
definition would cripple the dental residency training 
infrastructure of this country. 

While policymakers may be pleased to Jchow that dental education 
does not have such a specialty oversaturation problem as in 
medicine, we urge that Congress not adopt policies that might 
disrupt the balance that has been maintained, and we urge support 
for development of generalists. 

At the very least. General Dentistry and Pediatric Dentistry 
residency training should be included in any primary care funding 
preference because they are the dental parallel to family 
medicine and pediatric medicine. Oral and maxillofacial surgeons 
also play a primary care role when they are the only dental 
residents in a hospital, and their training programs should be 
supported. 

He would XUui to work with the committee to correct the inflation 
update problem, and with regard to any other funding preferences 
that may be proposed.* 


Our second recommendation is to correct the inequity that has 
long existed under Medicare DOME, by extending support to dental 
school-based residency programs. This would recognize the role 
that dental school-based residents play in treating underserved 
populations, including low income and elderly patients. A recent 
preliminary study of dental school clinics prepared for the 
American Association of Dental Schools (AADS) found that the 
median household income of clinic patients was $13,800 -15,600 
per year, with two-thirds reporting a household income of $20,000 
or less. Eighteen percent of the patients were age 65 and over. 
AADS estimates that over 600,000 Medicare eligible individuals 
are treated each year in dental school clinics. It is sensible 
federal policy for Medicare to pay its fair share of these 
training costs. 


’If the statute is aiiended this year there should also be a technical correction to delete references 
to ptograis that are "approved by the Council on Dental Education of the Aierican Dental Association" (existinq 
lanquaqe froo the Kedicare statute and regulations (<2 CFR 5 <05.522 (a)). The Council on Dental Education no 
longer "approves" prograas. In 1975 the Conission on Dental Accreditation (CDA) becaie the accrediting agency 
for dental, Dost postdoctoral, and allied dental education prograis. 
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For federal health professions training policy, the ADA 
recoBUDends that Medicare's DGME support be expanded to all 
accredited postdoctoral dental programs. 

Thank you Mr. Chairman for your consideration of the 
Association's recommendations. 1 would be pleased to answer any 
questions at this time. 
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Chairman Thomas. Thank you very much, doctor. 

Dr. Jones, if you would allow us to catch this vote and then come 
back, we would be pressed if we gave you the full time for your tes- 
timony, and I want to, so if you would allow us, the subcommittee 
will stand in recess until we hurry back. 

[Recess.] 

Chairman Thomas. The subcommittee will reconvene. And, Dr. 
Jones, you may proceed. 

STATEMENT OF CHARLES L. JONES, D.P.M., PRESIDENT, 
AMERICAN PODIATRIC MEDICAL ASSOCIATION 

Mr. Jones. Thank you. Mr. Chairman, members of the sub- 
committee, I am Charles Jones, president of the American 
Podiatric Medical Association. 

As one who has devoted much of his professional life in 
postdoctoral podiatric medical education, I welcome this oppor- 
tunity to appear before this subcommittee today on the subject of 
graduate medical education, a vision for the future. 

It is my purpose, Mr. Chairman, to acquaint the subcommittee 
with podiatric’s role in GME and why continued Federal participa- 
tion in graduate medical education is vital if high-quality health 
and medical services are to be maintained and strengthened. 

Since January 1, 1973, following the Social Security amendments 
of 1972, postdoctoral residency programs in podiatric medicine and 
surgery have benefited from both direct and indirect GME pay- 
ments under Medicare. Based on our best available information, we 
estimate that as of November 1994, 210 teaching hospitals with 
800 residency slots in 29 States and the District of Columbia re- 
ceived Medicare payments for the direct costs of these programs. 

Additionally, 46 VA hospitals and 3 military hospitals addition- 
ally train 160 podiatric medical residents, although these training 
programs are funded by those Federal agencies, not Medicare. 

Suffice it to say that we believe very strongly that podiatric med- 
ical residency programs must continue to have access to funding, 
including access to any new funding mechanisms that ultimately 
replace or supplement that currently in effect under Medicare. 

Among other things, completion of an approved residency pro- 
gram is now seen as an essential component of training of a doctor 
of podiatric medicine. A 1992 resolution adopted by the American 
Podiatric Medical Association house of delegates, for example, 
makes clear that colleges of podiatric medicine should prepare their 
graduates for entry-level postgraduate study, not for entry-level 
practice. 

Equally important, an increasing number of States have begun 
to require a minimum of 1 year postgraduate education or resi- 
dency for licensure as a doctor of podiatric medicine. As of 1994, 
35 States imposed such a requirement. 

The basis for any change in GME financing schemes begins with 
the well-known fact that there are considerably more allopathic 
medical residency positions than there are graduates of U.S. 
schools of medicine with these excess positions being filled by for- 
eign medical graduates. 
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For example, the Council on Graduate Medical Education has 
suggested limiting the number of residency positions to 110 percent 
of the number of allopathic medical school graduates. 

In the case of podiatric medicine, however, there are no foreign 
medical CTaduates. Since to practice in the United States one must 
have had to successfully complete a course of study at one of the 
seven U.S. colleges of podiatric medicine. 

Hence, the profession’s longstanding goal has simply been to pro- 
vide an adequate number of residency positions to accommodate all 
graduates of its colleges. This goal was finally achieved in 1991. 

But as recently as 1988, there were only enough residency train- 
ing positions to meet the needs of about 69 percent of the podiatric 
medical college graduates. And this year we again expect to fall 
short of being able to fulfill about 10 percent of our postdoctoral 
training program needs. 

Thus, unlike allopathic medicine, there are no excess residency 
positions, and the positions which do exist are filled by graduates 
of U.S. colleges of podiatric medicine. 

A second premise some employ in debating the need to alter 
graduate medical education payment schemes is that there are too 
many allopathic and osteopathic physicians. 

The Council on Graduate Medical Education has spent consider- 
able time and effort attempting to document physician supply and 
demand and identifying the types of allopathic and osteopathic 
physicians expectii^ to be in an oversupply in the coming years. 

In contrast, the Council on Graduate Meuical Education has not 
examined the supply of and demand for podiatric physicians. In 
fact, no government body has determined that an excess supply of 
doctors of podiatric medicine is in the offing. 

In 1981, the U.S. Department of Health and Human Services es- 
tablished an ideal ratio of 6.2 podiatric physicians per 100,000 pop- 
ulation. 

Much more recently the Bureau of Health Professions of the U.S. 
Public Health Service contracted with the National Center for 
Health Statistics to obtain baseline data on foot care needs in the 
general population. This was done as part of a 1990 national health 
interview survey. 

In comparison, podiatric physicians accounted for 4.5 percent of 
all medical and surgical services provided to Medicare patients by 
all physicians in 1991. Doctors of podiatric medicine, in fact, pro- 
vided the majority of foot care services needed by Medicare bene- 
ficiaries, and this population continues to increase about 2 percent 
per year. 

In conclusion, Mr. Chairman, the Association does not envy the 
difficult but necessary task this committee, indeed, has. The Con- 
gress faces encountering the Nation’s enormous debt and its 
mounting annual deficits. Sacrifices, we know, will be required of 
each of us if these larger issues are to be successfully addressed. 

But if future generations of Americans are to be guaranteed ap- 
propriate access to well-trained physicians, it is absolutely essen- 
tial that we maintain and strengthen our medical education sys- 
tem, including its residency training component. Postdoctoral resi- 
dency training, including its supervisory component, requires sub- 
stantial time and commitment and must be compensated. 
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The American Pediatric Medical Association believes that all 
third-party payers, including Medicare, should proportionally share 
the cost of supervision and related educational costs. This is abso- 
lutely essential to help ensure high-quality patient care and to pre- 
serve high-quality postdoctoral training. 

Thank you. 

[The prepared statement follows:] 
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TESTIMONY OF CHARLES L. JONES, DPM 
AMERICAN PODIATRIC MEDICAL ASSOCIATION 

Mr. Chairman, Members of the Subcommittee; 

I am Dr. Charles Jones, President of the American Podiatric 
Medical Association, and a private practicing podiatric physician 
in Chicago, Illinois. As one who has devoted much of his 
professional life in post doctoral podiatric medical education, I 
welcome this opportunity to appear before this subcommittee today 
on the subject of Graduate Medical Education (GME) — A Vision for 
the Future. It is my purpose, Mr. Chairman, to acquaint the 
subcommittee with podiatric medicine's role in GME and why 
continued Federal participation in graduate medical education is 
vital if high quality health and medical care services are to be 
maintained and strengthened. 

Podiatric Medicina and GME 

As you noted in the press release announcing today's hearing. 
Medicare has since its Inception reimbursed teaching hospitals for 
the program's share of costs for the training of physicians and 
other health professionals. But it was not until the Social 
Security Amendments of 1972 that podiatric physicians became 
eligible for Medicare's GME benefit. Since January 1, 1973, post 
doctoral residency programs in podiatric medicine and surgery have 
benefited from both direct and indirect GME payments stemming from 
Title XVIII. Based on our best available information, we estimate 
that as of November, 1994, 210 teaching hospitals with 800 

residency slots in 29 states and the District of Columbia received 
Medicare payments for the direct costs of these programs. 
Additionally, forty-six Veterans Administration hospitals and three 
military hospitals additionally train 160 podiatric medical 
residents, though these training programs are funded by those 
Federal agencies, not Medicare. 

Suffice it to say that we believe very strongly that podiatric 
medical residency programs must continue to have access to funding, 
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including access to any new funding mechanism that might ultimately 
replace or supplement that currently in effect under Medicare. 
Among other things, completion of an approved residency program is 
now seen as an essential component of the training of a doctor of 
podiatric medicine. For example, a special consensus panel 
convened in March, 1992, by the Liaison Committee on Podiatric 
Medical Education and Practice concluded that "One year of 
'postgraduate' training is necessary to enter either the private 
practice of or advanced specialty training in podiatric medicine." 
Further, a 1992 resolution adopted by the APMA House of Delegates 
makes clear that colleges of podiatric medicine should prepare 
their graduates for entry level postgraduate study, not for entry 
level practice. Finally, an increasing nujnber of States have begun 
to require a minimum of one year postgraduate education or 
residency training for licensure as a doctor of podiatric medicine 
(DPM) . As of 1994, 35 States imposed such a requirement. 

Restructuring QMS Pinanoing 

The basis for any change in GME financing schemes begins with 
the well known fact that there are considerably more allopathic 
medical residency positions than there are graduates of U.S. 
schools of medicine, with these "excess" positions being filled by 
foreign medical graduates. For example, the Council on Graduate 
Medical Education (COGME) has suggested limiting the number of 
residency positions to llO percent of the number of allopathic 
medical school graduates. 

In the case of podiatric medicine, however, there are no 
foreign podiatric medical graduates, since to practice in the 
United States one must have successfully completed a course of 
study at one of the seven U.S. colleges of podiatric medicine. 
Hence, the profession's longstanding goal has simply been to 
provide an adequate number of residency positions to accommodate 
all graduates of its colleges. This goal was finally achieved in 
1991; but, as recently as 1988, there were only enough residency 
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training positions to meet the needs of about 69 percent of 
podiatric medical college graduates. But this year we again expect 
to fall short of being able to fulfill about 10 % of our post 
doctoral training program needs. Thus, unlike allopathic medicine, 
there are no '^excess" residency positions; and the positions which 
do exist are filled by graduates of U.S. colleges of podiatric 
medicine. 

Assuring a match between the number of residency positions 
and the n umb er of podiatric medical college graduates has been 
complicated somewhat, due to a decline in the applicant pool, by 
relatively recent fluctuations in first year enrollments in the 
nation's podiatric medical colleges. For example, while first year 
enrollments gradually rose throughout the first half of the I980's 
to peak at 815 in 1986, the number of such students had declined to 
561 by 1990. Of note, the Seventh Report to the President and the 
Congress on the Status of Health Personnel in the United States . 
March 1990, argued that one reason for the declining enrollments 
was "applicant awareness of an insufficient number of residency 
slots to accommodate graduates." 

A second premise some employ in debating the need to alter 
graduate medical education payment schemes is that there are too 
many allopathic and osteopathic physicians. The Council on 
Graduate Medical Education has spent considerable time and effort 
attempting to document physician supply and demand, and identify 
the types of allopathic and osteopathic physicians expected to be 
in under - or oversupply in the coming years. 

In contrast, the Council on Graduate Medical Education has not 
examined the supply of, and demand for, podiatric physicians. In 
fact, no government body has determined that an excess supply of 
doctors of podiatric medicine is in the offing. In 1981, the U.S, 
Department of Health and Human Services established an ideal ratio 
of 6.2 podiatric physicians per 100,000 population. This ratio was 
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developed as part of the Health Professions Requirement Model, a 
Federal econometric study. In comparison, the actual 1991 ratio 
was about 5.0 podiatric physicians per 100,000 population. 

Much more recently, the Bureau of Health Professions of the 
U.S. Public Health Service contracted with the National Center for 
Health Statistics to obtain baseline data on foot care needs in 
the general population. This was done as part of the 1990 National 
Health Interview Survey. This survey of 46,476 households, 
comprising 119,631 individuals, found that one of every six 
Americans suffered from foot problems in the twelve months 
preceding their interview and one of every sixteen Americans deemed 
their problem serious enough to consider getting professional care. 
However, more significantly, only 55 percent of those who 
considered their foot problem serious enough to warrant 
professional care actually received such care. Of these, 47 
percent were seen by a doctor of podiatric medicine for an 
estimated total of more that 14.5 million patient visits. 

In comparison, podiatric physicians accounted for 4.5 percent 
of all the medical and surgical services provided to Medicare 
patients by all physicians in 1991. Doctors of podiatric medicine, 
in fact, provide the majority of footcare services needed by 
Medicare beneficiaries, and this population continues to increase 
by about 2 percent each year. For example, in 1991, doctors of 
podiatric medicine performed 98.5 percent of nail debridements, 
82.3 percent of hammertoe operations, 72.5 percent of 
bunionectomies, and 55.4 percent of rearfoot surgery required by 
Medicare beneficiaries. 

The third premise underlying proposed changes in graduate 
medical education financing and related initiatives is that there 
are too many specialists and not enough primary care practitioners. 
While podiatric medicine is not included in the list of primary 
care specialties cited in a variety of Federal statutes, the 
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reality is that doctors of podiatric medicine "often serve as the 
entry point into the health care system for patients with systemic 
diseases that manifest themselves by symptoms in the feet," as 
emphasized most recently in the Eighth Report to Congres_s on Health 
Personnel in the United States , published September, 1992, by the 
U.S. Department of Health and Human Services. Doctors of podiatric 
medicine also provide a large number of primary care services (as 
defined in section 1842 (i) (4) of the Social Security Act). In 
fact, evaluation and management services accounted for about 24 
percent of the Medicare allowed dollars paid to doctors of 
podiatric medicine in 1991. Further, the Health Professions 
Education Assistance Act . when reauthorized in November, 1988, 
specifically included support for new primary care residency 
training programs in podiatric medicine. Ten such programs were 
initially funded, under which about 44 residents are being trained 
each year. Finally, among the three recognized specialty boards in 
podiatric medicine is the American Board of Podiatric Orthopedics 
and Primary Podiatric Medicine. 

In short, it would appear that two of the premises underlying 
proposed changes in graduate medical education financing — excess 
number of residency positions and practitioner oversupply--do not 
apply to podiatric medicine. The third — the need for more primary 
care practitioners — may have unique implications in the case of 
doctors of podiatric medicine. We believe that policyma)cers should 
be mindful of these distinctions as they weigh the need to alter 
support for graduate medical education. 


COMCLDSIOH 


To conclude my testimony, Mr. Chairman, the Association does 
not envy the difficult but necessary task this committee, indeed, 
the Congress, faces in countering the Nation's enormous debt and 
its mounting annual deficits. Sacrifices, we know, will be 
required of each of us if those larger issues are ever to be 
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successfully addressed. But if future generations of American are 
to be guaranteed appropriate access to well trained physicians, it 
is absolutely essential that we maintain and strengthen our medical 
education system, including its residency training component. Post 
doctoral residency training, including its supervisory component, 
requires substantial time and commitment and must be compensated. 
The APMA believes that all third party payers, including Medicare, 
should proportionately share the costs of supervision and related 
educational costs. This is absolutely essential to help ensure 
high quality patient care and to preserve high quality post 
doctoral training programs. 
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Chairman Thomas. Thank you. Dr. Jones. You indicated that 
podiatric doctors receive their training in other Federal funded pro- 
grams other than obviously through the graduate medical edu- 
cation structure? 

Mr. Jones. In the V.A. hospitals and the military. 

Chairman Thomas. And, Dr. Kalkwarf, I assume dentists are in- 
volved in that as well? 

Mr. Kalkwarf. Yes. We have some individuals who do train 
through DOD funding or VA funding. 

Chairman Thomas. A rough percentage? 

Mr. Kalkwarf. Approximately half of dental residents will be 
provided training through some sort of Federal support, about 44 
percent through GME funding, a small percentage of DOD and VA, 
and then the other half are funded privately. 

Chairman Thomas. OK So about, well, less than 10 percent of 
those that get to Federal funding come into those other programs. 

Ms. Johnson. Approximately. 

Chairman Thomas. So the bulk come from GME funding. 

We have been supplying this graduate medical education funding 
obviously since — well, for more than a decade, more than two dec- 
ades actually. 

Is the thrust of your statement that there are not enough resi- 
dency slots for you folk and that we should give more money so 
that there would be more slots? 

Mr. Jones. There are not enough podiatric residency slots for all 
the current graduates. And, of course, then you fall into quality of 
proCTam. We have, the profession 

Chairman Thomas. But if we put more money into it, does that 
then produce more slots? If someone is controlling the determina- 
tion of who gets what slots, and there are not enough slots now, 
why is adding more money going to produce the slots? 

Mr. Jones. It would not necessarily do that. We have spent the 
last 10 years educating the hospitals to the direct and indirect 
costs through Medicare, and that is how we have increased the 
number. 

Chairman Thomas. That is my connection. We have got to work 
on the folks who are writing programs 

Mr. Jones. That is right. 

Chairman Thomas [continuing]. In terms of the importance both 
of the dentistry and the 

Mr. Jones. That is correct. 

Chairman Thomas. Now in relation to that, where do you folks 
fall in this movement toward managed care? Is there — is dentistry 
being incorporated as part of that? 

It would seem to me that if you have a managed care program 
with a decent preventive care program, dentistry is going to be a 
key part of that. Am I wrong? 

W. Kalkwarf. No. In certain parts of the country, managed 
care is starting to play a role. In other parts, it is not. It is lagging 
behind the medicine managed care model that we are seeing pro- 
gressing throughout the country. 
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You know, it is our premise that we need to train individuals in 
dental education and the general practice programs and the dental 
specialty programs to be able to function within a managed care 
market, as well as the private market also, because we are going 
to have a mix in the future obviously. 

[The following was subsequently received:] 
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April 10, 1995 

The Honorable William Thomas 
Chairman, Subcommittee on Health 
Committee on Ways and Means 
1136 Longworth House Office Building 
Washington, D.C. 20515 


Dear Chairman Thomas: 

The American Dental Association appreciates the recent 
opportunity to testify before the Subcommittee concerning 
future support for Graduate Medical Education. 

During the course of the March 23 hearing, you asked several 
important questions regarding dentistry and managed care. The 
issues raised are timely and relevant to the debate on health 
system reform. Your inquiry is particularly appropriate as 
individual States seek to convert their Medicaid programs into 
capitated systems. 

The purpose of this letter is to briefly expand upon our 
responses provided at the hearing. We hope the following, 
additional information will be of value to the deliberations of 
the Subcommittee. 


Dentistry and Managed Care 

The Association believes that Congress must understand and 
accommodate the significant differences between medicine and 
dentistry as it addresses the issue of managed care. Dental 
disease is chronic, progressive and destructive. It is also 
almost entirely preventable through regular examinations and 
early interception. Americans saved nearly $100 billion in 
dental care costs during the 1980's through the profession's 
emphasis on preventive oral health measures. Managed care in 
the capitated model is designed to respond to and treat medical 
diseases; conditions which are generally episodic, but also 
potentially life-threatening and catastrophic in cost. 

A basic element of managed care is the gatekeeper. This 
concept is designed in part to ''guide" the patient through the 
maze of physician specialty and subspecialty care. By 
contrast, 80% of dental services are provided at one site by 
one primary care practitioner. 
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Dentists, of whom over 80% are primary care providers, already 
serve as gatekeepers for the patient when referrals are 
necessary. 

Most telling, however, is the underlying incentives in the 
managed care model to limit utilization. This is a consequence 
of a financing system which — absent deductibles, copayments and 
other out-of-pocket expenses — often insulates the patient from 
economic decisions regarding health care services. 

Gatekeepers, limited choice of practitioners, designated sites 
for care and lower, capitated reimbursement rates for 
participating providers can serve as the cost-containment 
mechanism by creating barriers to patient care. 

In contrast, the traditional fee-for-service dental model is 
cost-effective because it (1) encourages patient visits to 
prevent oral disease and allow early therapeutic intervention, 
and (2) involves consumers directly in the cost of dental care. 
Today's patients pay almost 53 percent of the national dental 
bill out-of-pocket. The result is, at once, a dramatic rise in 
the oral health status of those who receive regular dental care 
and a steady decline in expenditures for dental services as a 
percent of total health care spending. 

The American Dental Association respectfully requests the 
inclusion of this letter in the formal hearing record of March 
23, 1995. 

Sincerely, 

Doroth 
Director 

Washington Office 
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Chairman Thomas. And do you think you would be helped if 
there was a clear focus on a bank of specialists available to back 
up the gatekeepers in their decisions as to which path an individ- 
ual should take in terms of whether or not it is, first of all, mental, 
physical, and then whether or not dental would assist? 

I would assume that to the degree we have the opportunity to 
fall back on — in fact, rely on — second opinions, if you will, within 
the managed care structure, that you folks would then be seen to 
be more valuable than you would otherwise. 

Mr. Kalkwarf. One thing we have to remember is that in den- 
tistry, as compared to medicine, the majority of our practitioners 
are general practitioners; 80 percent of them are general practition- 
ers. So we do not see the same type of mix in the relationship on 
the dental side that we do on the medical side at this point in time. 

Chairman Thomas. But when I say “specialty,” I really mean 
specialty as dentists versus others, and that perhaps some of that 
dental work might be necessary to deal with, you know, sympto- 
matic relief rather than others. 

What about podiatric medicine? How is that fitting in in man- 
aged care? 

Mr. Jones. Throughout the United States, there are quite a few 
podiatrists on panels and in managed care. But proportionally, they 
are really squeezed out. And they are especially squeezed out if the 
managed care organization has financial incentives to the primary 
care physician, because they do not refer, no matter what. 

I have attended several meetings where now the primary care 
physician is expected to treat most of the common medical condi- 
tions — I am not talking about just feet — for at least two or three 
or four visits until they are assured that they need other triage. 

Well, if you are going to keep the patient for three or four visits, 
the average practitioner outside is not going to get that patient at 
all. 

Another thing that they are doing, another wrinkle that is com- 
ing, is that the family practice people are hiring physician assist- 
ants and nurse practitioners to administer the more common care, 
billing at a lower service code, and that lowers the cost. 

So there are many factors out there that are affecting the ability 
of the ordinaiw practitioner to participate in managed care. 

Chairman Thomas. But you are not opposed, are you, to someone 
who is adequately professionally trained to perform a service, that 
if it is not necessaiy to have a medical de^ee to perform, that they 
ought to be allowed to perform it, are you? 

Mr. Jones. As long as it is quality work and you are not, you 
know, going to endanger the patient. 

Chairman Thomas. Of course. 

Mr. Jones. I think there are concerns now, and I think some of 
the panelists this morning said that the primary care physician is 
not trained in all the conditions. And the managed care organiza- 
tion is suggesting that they go back for a mini-residency, so that 
they are more adept at treating these things. 

And I think you will see that medically, legally, they are going 
to make some mistakes, which would be normal, and as soon as 
thev lose — as far as podiatry, as soon as they lose a couple of legs — 
and. a leg now is worth about $1 million here in the States — I tmnk 
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there will be, you know, really some concerns about what they are 
doing. 

Chairman Thomas. OK. I was going to try to move, then, over 
to Ms. Johnson, because clearly their concern is that there are a 
number of things that can be done by professionals in the health 
care industry that are not allowed to be done or historically have 
not allowed it to be done because of the historical role of the doctor. 

But I ^ess, Ms. Johnson, my question to you is: Why should we 
elevate the training of these folk when we have in certain areas — 
and I guess anesthesiologists would be my best example — why 
should we take some of these folk and give them advanced training 
in anesthesia when we already have anesthesiologists who are out 
of work? 

And it seems to me that in moving this structure, you move this 
way, you have got folks who are getting better training if you had 
room for those folks who move up. But you do not; they are out of 
a job. 

Why should you not just as easily move in this direction and 
have doctors performing functions that historically doctors tend not 
to perform, because they would not have a job otherwise? 

And frankly my goal is to push ends this way and provide more 
folk in that edging between doctors and health professionals in 
more of that managed care setting that can perform more. 

And I think your goal is similar to theirs in terms of finding slots 
and educational positions for these people who can pursue this ad- 
vanced training. 

In the Medicare area, what percentage — ballpark, if you do not 
have it fairly precisely — or give me some general feeling of the pro- 
portion or percentage of Medicare patients that receive their care 
from these advanced practice nurses. Do we know? 

Ms. Johnson. In terms of percentages, it would be difficult for 
me to even “guesstimate.” 

I will tell you a large percentage of advanced practice nurses pro- 
vide gerontological care. We focus a lot in terms of our primary 
care — our transition to managed care has probably been easier in 
some aspects because we have always focused on prevention and 
health maintenance, so-called wellness care, as opposed to always 
focusing on illness care. 

So when you talk about the fact that, for example, with reg- 
istered nurse anesthetists, someone mentioned earlier that the 
largest percentage, somewhere in the neighborhood of about 80 per- 
cent of anesthetic services in rural areas where there is a great 
need for care, is provided by nurse anesthetists. 

I think there is enough work, enough care needs, given our Na- 
tion’s status related to health care at this point, that a collabo- 
rative approach that involves all of us — and I think you mentioned 
this a while ago — is the most effective way of approaching it, as op- 
posed to saying one discipline needs to do it all, and others do 
none. 

Chairman Thomas. Then if you have got doctors who are out of 
work, but they choose not to move where the work is, and the 
nurses do, that is a decision in the marketplace. 

What about home health care? Is that an area that looks to you 
folks as a really growth market? 
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Ms. Johnson. As a matter of fact, one of the things that we are 
focusing on in nursing is the fact that a lot of health care is moving 
from the hospital into the community. 

In listening to the comments of nurses, one of the reasons that 
the BSN-prepared nurse and the advanced practice nurse are such 
critical pieces to health care delivery is that a lot of their focus is 
on moving that health care from the hospital into the community 
and into home health, into the workplace, into familiar community 
settings that make it easier to ensure access to health care. 

Chairman Thomas. And not only the traditional caring and sup- 
portive role, but the manipulation of various devices, infusion and 
others, which I think is a kind of a natural fitting. If you are going 
to have somebody drop by the home, they are going to have to have 
a degree of that training. 

Ms. Johnson. It certainly is more cost effective, yes. 

Chairman Thomas. Yes, yes. Does the gentlewoman from Con- 
necticut have anything? 

Mrs. Johnson of Connecticut. I appreciate your testimony. 

And hearing in the context of our responsibility to better fund 
medical education the spectrum of training situations that we have 
to be certain that the new system will meet, I think your testimony 
is evidence of how hard it has been to break into the existing sys- 
tem, and really at what risk, your training where it has broken 
in — to what degree it still is at risk, particularly in a period in a 
change. 

So I think your testimony will be very useful to us and is further 
proof that we need to have a more uniform systemic approach to 
fostering the development of medical knowledge amongst practi- 
tioners and enabling the system thereafter to better integrate 
skilled practitioners into systems of care that can deliver appro- 
priate and affordable care. 

And I appreciate your testimony today. 

Chairman Thomas. With that, I want to thank the panel for your 
patience as well. The information was very, very helpful to us. 

And the subcommittee stands adjourned. 

[Whereupon at 1:35 p.m., the subcommittee was adjourned.] 

[Submissions for the record follow:] 
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American Osteopathic Healthcare assocution 


Statement of 

THE AMERICAN OSTEOPATHIC HEALTHCARE ASSOCIATION 
For the Record of the March 23, 1995 Hearing 
on Graduate Medical Education 
Subcommittee on Health, Committee on Ways and Means 
U.S. House of Representatives 


The American Osteopathic Healthcare Association represents osteopathic hospitals and related 
institutions nationwide. Seventy percent of our member hospitals sponsor one or more graduate 
medical education (GME) programs. We are vitally concerned with GME training and believe it 
is essential that Medicare continue to support it as competitive pressures drive third-party 
payments downward, thus virtually eliminating whatever support the private sector has 
heretofore implicitly provided for graduate medical education. 

We believe that osteopathic GME programs are especially worthy of support and that harm to 
them would be a loss to the Nation. Most of these programs are community-hospital based. 

They train generalist (as well as specialty) physicians in the type of environment in which they 
will eventually set up practice rather than in a distant tertiary-care medical complex. Our 
programs turn out a high proportion of primary care physicians. Nearly 60 percent of osteopathic 
physicians practice in primary care fields. And osteopathic physicians are more likely than their 
MD counterparts to practice in underserved areas. 

We believe that, ideally, all those who pay for health care services should explicitly contribute 
toward the cost of graduate medical education, but we recognize that an all-payer approach is not 
likely to be part of whatever incremental health care reform the Congress will adopt in the near 
future. Therefore, we assume that the issue now is what Medicare’s policy toward GME will be 
during a period when it is necessary to make significant reductions in Medicare program cost. 

Recognizing that the area of graduate medical education will not escape budget cuts, we believe 
that the cuts should respond to physician workforce concerns. A major problem is an overall 
excess supply of physicians. From the standpoint of both workforce policy and Medicare cost 
control, there is cause for concern regarding the continuing increase in the total number of 
residency positions that Medicare is supporting. The Council on Graduate Medical Education 
(COGME) has recommended an annual limit on the number of first-year residency positions 
equal to 110 percent of the number of medical school graduates (allopathic and osteopathic). If 
this recommendation were applied to Medicare funding, it would produce significant savings 
over present policy, which provides financial support for whatever residency positions are 
actually filled. 

It is important to recognize that international medical graduates (IMGs) make up a major part of 
the increased number of residents-in-training. For 1993-94, IMGs were about 39 percent of 
residents. For 1990-91 , they were about 30 percent. It is time to recognize specifically that the 
large numbers of international medical graduates is a problem for physician workforce policy and 
for Medicare payment policy. One way to respond would be to limit Medicare support to 1 1 0 
percent of medical school graduates and to specify that the additional 10 percent is for IMGs. 
Room would be provided for 100 percent of American graduates. Without this specification, 
limiting the overall number of supported positions might mean depriving some American 
graduates of training positions while providing them to IMGs. There is little reason to do that, 
since we know that the quality of American medical school training and its graduates is 
universally high, which can not be said with the same confidence regarding IMGs and their 
training. In imposing a 1 10 percent limit, Medicare would be acting as a prudent purchaser and 
would be doing so in a way that is consistent with the physician workforce needs of the Nation. 
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We also encourage the Subcommittee to consider three GME policy changes that make sense and 
that can be accomplished within an overall policy of spending reduction. 


• Indirect medical education adjustment: Consider redesigning the adjustment to 
eliminate the tie to inpatient beds, a tie which seems inappropriate as both the appropriate 
site of care, and the training needs of residents, move to outpatient settings. 

• Adjusted average per-capita cost (AAPCC): Redefine the adjustment, used to 
calculate payments to Medicare risk-basis HMOs, to remove from the area cost figures 
the cost of graduate medical education. By and large, HMOs are not supporting GME 
programs and assuming that they do produces excessive payment. 

• Direct medical education base year: Per-resident amounts derived from the costs each 
institution had in 1984 are becoming increasingly outdated and inappropriate. For 
osteopathic training programs, the 1 984 base year produces serious inequities. 

Osteopathic hospitals in 1984 relied much more heavily on volunteer faculty than they do 
today. Now they need to make much greater use of paid faculty and they need to provide 
competitive stipends for physician trainees. Use of the 1 984 base period makes this 
difficult, since it takes no account of the relatively greater expenses that osteopathic GME 
programs now incur. We have consistently urged, in testimony before public bodies such 
as COGME and the Physician Payment Review Commission, that this problem be 
addressed and we again recommend that per-resident amounts be based on an adjusted 
national average of per-resident costs. 

Thank you for the opportunity to present the views of the American Osteopathic Healthcare 

Association. 
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TESTIMONY OF AMERICAN PSYCHOLOGICAL ASSOCIATION 
Psychologists as Health Professionals 

The American Psychological Association (APA) is the largest scientific and professional 
organization representing psychology in the world. APA’s membership includes more than 
132,000 researchers, educators, clinicians, consultants, and advanced students. APA’s mission 
is to advance psychology as a science and profession and also as a means of promoting human 
health and welfare. Psychologists study human behavior and experience and apply that 
knowledge to solving human problems. As an association, APA has a Jong history of 
involvement in social policy related to human behavior and human welfare. Beyond (heir historic 
role in basic research on human behavior, psychologists represent a significant force in the 
provision of health care services to the public: 

►Psychologists provide outpatient services for mental health conditions, and for 
general health conditions with a significant behavioral component, in community 
agencies, health maintenance organizations, school systems, mental health centers, 
counseling centers, and independent individual and group practices. 

►Psychologists provide inpatient services in municipal settings such as federal, 
state, county, and city hospitals, as well as at private mental hospitals. 

►Psychologists also serve on the staff of psychiatric units in general hospitals. 
►Psychologists provide liaison services to medical units in general hospitals, since 
many physical conditions are stress related, have a significant behavioral 
component, or benefit from assistance with psychological interventions. 

►Psychologists work in residential treatment centers and in rehabilitation centers, 
as well as in many corporate settings that provide mental health or drug and 
alcohol services to employees. 

Consumers of psychological services include individuals, families, public and private 
organizations, employers, institutions, and third party payers. 

The purpose of this testimony is to describe how psychologists function as primary care providers 
and to explain why psychologists are essential to the provision of quality comprehensive health 
care throughout our nation, Accordingly, it is critical that psychologists be included in the 
Medicare Graduate Medical Education (GME) program. 

Psychologists as Primary Care Providers 

Psychology, as the science of human behavior, serves a critical role in promoting health, 
preventing disease and assessing and treating illness. Not only do psychologists diagnose and 
treat recognized mental healih problems, they arc essential in treating the cognitive, emotional 
and behavioral aspects of many general health problems. 

Many patients who visit a physician do so because of symptoms they have developed as an 
expression of psychological distress (Sobel, 1993). Symptoms such as depression, anxiety, 
headache, and exhaustion, are among the most common reasons for a visit to the doctor -- and 
all of these conditions are responsive to behavioral healih interventions. Indeed, in clinical 
practice, at least 30% of patients who see a physician may have conditions for which no 
physiological or organic cause is found after routine investigation (Wilson, 1995). 

Most major health problems -- heart disease, cancer, high blood pressure, stroke, and diabetics - 
- are caused by factors which require biopsychosocial interventions (CMHS, 1994). Successful 
health care requires intervention at both the biological and the behavioral aspects. Both the 
Surgeon General and the Institute of Medicine have observed that 6 of the 10 leading causes of 
death in the United Stales which account for 50% of all mortality, are, in part, behaviorally 
determined. Psychology, as the science of behavior and behavior change, is uniquely positioned 
to contribute to the solutions of these chronic health problems (Olmedo, 1994). 

A number of researchers have shown that psychological intervention can contribute significantly 
to both psychological and physical health outcomes in patients with cancer (Fawzy, 1995). 
Aware of the benefits of these psychosocial therapeutic interventions, today’s patients often 
specifically request such services. Interventions that are designed to help the person feel less 
helpless and hopeless have the added benefit of encouraging more responsibility to get well and 
comply with medical regimens. Further, as survival rates have improved with advances in 
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medical care, the importance of psychological interventions designed to assist cancer patients in 
dealing with diagnosis and treatment has increased (Fawzy, 1995). 

Interventions developed by psychologists have proven effective in the management of different 
health problems, including; asthmatic episodes, irritable bowel syndrome, vasospasms associated 
with Raynaud's Disease, dyspnea with chronic obstructive pulmonary disease, severe headaches, 
and muscle spasms, insomnia and other sleep disorders, gasiroiniestinaJ ulcers, post-masleciomy 
and heart attack. These services have developed in conjunction with the shift in medicine from 
the treatment of infectious disease to the management of chronic disease. They are health care 
services p.tivided daily by clinical health psychologists, and fundamental to the provision of 
quality, cost effective health care. Belar( 1994) has argued convincingly that these services relate 
to the emotional and behavioral aspects of many medical problems, including: 

(a) coping with illness and stressful medical procedures, 

(b) the impact of stress on disease, 

(c) compliance with medical regimens. 

(d) the management of pain 

(e) the regulation of psychophysiological symptoms, 

(f) the physician-patient relationship, and 

(g) the prevention of disease (through behavior change such as smoking cessation, 
weight management and safe sex) 

Coronary heart disease is the major cause of death and disability in the Western world. One of 
the most comprehensive studies of behavioral Interventions in severe hean disease patients has 
now demonstrated significant and clinically meaningful decreases in LDL cholesterol (37%). 
systolic blood pressure (134 to 127 mmilg), angina pain (90%), and vessel blockage on 
angiogram in 18 of 22 patients. Over the same year, the control group receiving standard 
medical treatment experienced a 165% increase in angina pain, and angiograms revealed that 
nearly half of the patients had increased artery blockage (Ornish, 1990). 

Research related to asthma, the major cause of disability in children, is also illustrative, Research 
has demonstrated that a course of family therapy focused on the behavioral management of 
symptoms, plus systematic relaxation training, resulted in improved pulmonary functioning, 
increased compliance with medication, decreased use of steroid medications and decreased 
number of days impaired by illness in comparison to children not provided family treatment 
(Gustafsson, 1986). Other controlled research (Wilson. 1994) has demonstrated a 49% decrea.se 
in medical office visits for acute asthma two years after a group behavioral treatment. The 
systematic group treatment was also significantly more effective than individual education and 
information alone (Belar. 1993). 

Case Study: Jack W. Finney, Ph.D., a psychologist at the Virginia Polytechnic 
Institute and State l^iv^ty, has developed a model of health care based on the 
recognition that par^ts fust discuss the health and the mental health problems of 
their children with, primary care -providers. A small group of children often use 
a disproportionateamount^of inechcal services without discernible benefit, usually 
because care seekirig is related to unrecognized and untreated psychosocial 
problems; Therefore, early deUx;tion of^ and intervention with, these problems 
should provide better cans, for the children and an alleviation of strain on the 
resources of die health system. A psychological intervention service was 
established within, i large Health Maintenance Organization. Brief targeted 
therapy was^provided for . ^parents and children with common difficulties such as 
behavior‘'pipl^lemS(^hoQ{^ptpbjeni5, toileting difficulties, and psychosomatic 
problems^^B^t^rpatmentT^a^'Successful for a majority, of the children and high 
parent Of greatest interest, children in this program 

decreased4l$einovenfll u^^f^ihedical services. 'Xhis olfset effect (a reduction in 
the use«of- medical care after mental health treatment) also has been reported in 
studies <with adults, and clisarly documents the value of psychological services in 
a comprehensive primary care program. 

Behavioral Medicine: The Role of Psychologists in Interdisciplinary Teams 

Psychologists are found at every step of the primary care ladder, from primary prevention through 
health education, to secondary prevention with outpatient services, to tertiary prevention in 
inpatient programs with medical as well as psychiatric patients. They are accepted and used 
widely throughout the country by physicians, nurses, and other members of the health care team 



158 


(Linton, 1995). Further, with health care reform, there is a growing trend for joint practices 
between primary care physicians and psychologists to ^dress the psychological aspects of 
medical problems seen by primary care physicians (Wiggins, 1995). 

Psychologists currently participate on multidisciplinary teams in clinics and hospitals providing 
primary health care services including assessment, consultation and treatment in behavioral 
health. Psychologists are also found in medical settings such as pain programs and rehabilitation 
settings, providing services to patients recovering from a wide variety of impairments from 
cardiac to neurological to muscular to physical trauma, all as an integral part of a primary health 
care team. Psychologists perform as pari of the primary care learn in Veterans Administration 
hospitals, and the National Health Service Corps includes psychologists as part of their 
multidisciplinary teams in the national network of community health centers in underserved areas. 
Psychologists also work with family physicians in rural areas as pari of primary care teams for 
the purpose of treating those suffering from alcoholism and substance abuse (APA, 1993). 

Like other health care providers, psychologists provide evaluation, diagnosis and assessment 
services for both mental and genera! health concerns. Thus, psychologists are an integral part 
of a network of health care providers available to respond to the most pressing health and 
community problems of this nation. 

Case Stady: ’Dr. Robert Allan PhJ)., a psychologist at the NeW’ Yotk.Hbspital, 

Cornell Medical. Center,-: has worked wiUi physicians in treating post-coroiary 
patients. MSjoce-CQroti^ lieait Disease (C)^) is the leading causp'of death in 
Western countries ' Tltf>prin)^ iisk < 5 ^fs for cigaiet^e-smoking. 

eleva^'senin^cholestuolyand hypeitcfision; bach^of tbe.diri^ facto^ayemajor 
behavibi^cQmpoheatsitiinostcases. Behayio|:ai interventiorts wittfCBD’paQents 
have resulte^in e-revers^^of atherosclerosis, a reduction in angina, and 

an jnci;$ia$e in||j|^xpectaj^Kddnoog tb^ih^yio^^nM^e.ntions<ib%t^av^J^n 
employj^Oic^QpjfiiUy^,^ management;* group therapy, dip^ry’dh^^, 

sraokiiig ces^tibii, and iherea^d social^suppoit. The pbsitive-^ff^ of ibe 
inco^oyt^OQ^^^betuLViofia]' couDseJiog in treatment for >a CHD 'patient are 
ahtf rept^iit a vduable addition, to the tre^>nL regimen 

fo1r cbro1h^ai^|>|Ldents. 

Role of Psychologists in Training Hospitals and Academic Health Centers 

Psychologists provide a substantial share of the teaching, training, clinical supervision and direct 
service in Departments of Family Medicine programs that train future primary care physicians. 
They contribute similarly in departments of pediatrics, internal medicine and community 
medicine. 

Case Study: *The Medical , psychology Residency Program at the Oregon Health 
Sacnc^<^]l^yBisi|y (OH§li). is one of m^y residency programs administered 
througt^^'Gt^tiaic M<^‘t^>Education^(GME) office 'in the GHStJ^SchooLof 
Medjcipc. ;;Thr<^ residents in'M^cal Psychology are appointed each year for a 
J)^tiejits.an option to add- a- second year to- the program. 
R«^iden^pA^&yi^ ^sysbplogy interact with residents from mpst o^ the other 
as ttfeged toM<^ical^PsychQ],bgy>£romoae 
of the Qpgd|Bpcia]ties» ui^l^lrom onototthe primary carb^provnle'r’specialties. 

Patient I to increasing each^ of-the* past 

^^terveptlon 

'HJie 

Care psycholpgy residents ^K^paid^ji^d^ 

funds: Hospital from: revenues-, ipeperalbd^^ 

traioingt has^ibeoome an> 9 ^e^!^;.and int%f|d iwt-of :health^nari>«di^ f^dimcy 
education at OHSU." (Wichs, 1^5) 

Psychologists’ Role in Health Maintenance Organizations 

Psychologists provide services in a variety of settings including community health and/or mental 
health centers, rehabilitation facilities, hospitals and health clinics, public .schools, health 
maintenance organizations (HMOs), and office-based private practices. In multidisciplinary 
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arrangements such as HMOs, psychologists play a critical role because they understand the issues 
of individual and family dynamics which contribute to the over and under use of medical 
services. HMOs and other managed care plans have an economic incentive to develop 
prevention programs that reduce unhealthy behaviors and compliance programs that encourage 
adherence to prescribed medical regimens. 

Psychologists are uniquely trained to provide necessary services to the external and internal 
clients of HMOs. Approximately 35% of the U.S. population now utilize HMOs and the 
enrollment in HMOs is increasing rapidly. Psychologists in HMOs work with multiple 
disciplines (i.e. doctors, nurses, and administrative officers). HMOs rely on psychologists to train 
other health professionals on how to communicate effectively, especially with individuals who 
have different language or cultural backgrounds, and to identify organizational problems within 
and between departments. The psychologist in an HMO ensures that individuals are receiving 
appropriate treatment and that the HMO is working efficiently to deliver these services (Tulkin, 
1985). 

In HMOs and other sellings, psychologists work side by side with pediatricians in primary care; 
(a) providing psychodiagnostic assessment services required to accurately diagnose learning 
disabilities;(b) providing consultations regarding child behavior and developmental issues (e.g.. 
behavior management, toilet training, sibling rivalry), and (c) providing identification of high risk 
situations (e.g., child abuse) and the design of appropriate interventions. Indeed, one study has 
demonstrated a 63% reduction in utilization of pediatric medical services after psychological 
intervention with parents (Belar, 1994). 

Ca§e Studyr.Pr. Gregory Hafen works in a large multi-specialty group of 450- 
p^us physicians and psychqlpgisis with a capitated population of 350,000 patients 
in' Souiern and Northern California. Psychologists have been partners of the 
medical staff;^d part of, the primary treatment team since 1988. The HMO has 
instituted, op?n<access tO;.^havioral health which has- developed its own internal 
utilization ieview (UR) arid quality assurance (QA) procedures. Psychologists are 
trp afed within the medical center and have responsibility for being the 

and If^.j^ttictive.leyels of care. In the new managed care 
hQ^^divcax^i^iarkel. i^psyofiobj^sts*; make a significant contribudoo to the 
idm^adqn'qi^.medical c^. Dr. Hafen notes that his organization is committed 
tp: should be integrated. 

teams for medical conditions such as 
p^Q have The integration of the behavioral and 

m^ckfdtS(^pl|Qesy 9 re balanced and efficient treatment process in the 

pilqiar^oare^^ttin^ .’Bec^!^p 0 e 9 t$,;get the intervent^ they need instead of 
inapprdpriat^m^cal treatments (e.g., driigs in wrong dosages, and combinations), 
n'^^f^^^^^st-effcctive in the.long run. 

Psychological Services are Cost-EfTective 

Over the past several decades psychologists have assumed an increasingly greater role in the 
provision of mental health services. The most extensive research to dale on the cosi-effectiveness 
of mental health and substance abuse services involves the study on Hawaii’s medicaid 
population. An analysis of 16,000 medicaid recipients showed that patients with mental health 
needs were higher utilizers of the medical system by 200-250%. This study also found that over 
a three-year period medical costs increased by 15% for medicaid patients who never used mental 
health services and relative to this baseline, targeted, focused menial health treatment reduced 
medical costs by 25-36%, depending on the comparison group (Pallak, 1991). 

A study of the entire Georgia medicaid population revealed a substantial offset savings from 
mental health treatment. Patients receiving physical and mental health services realized a savings 
of $1500 over 2 1/2 years. The cost of the mental health services were entirely paid for by these 
savings (Feidler, 1989). Similarly, the CHAMPUS Program, which provides health care to 
dependents of military personnel has demonstrated that unlimited outpatient mental health 
services resulted in a net saving of $200 million between 1989 and 1992 (GAO, 1992). 

Data from Kaiser Permanente and the Harvard Community Health Plan reveals that 50-75% of 
patients seen by general practitioners have complaints of physical illness that are influenced by 
psychological factors (e.g., indigestion, hypertension, headache, diarrhea, sleep problems, 
shortness of breadi), and that these patients tend to use the health care system twice as often as 
other health plan members. Short term psychological intervention has resulted in a 47% decrease 



160 


in medical utilization in these patients during follow-up (Belar, 1993). 

Untreated alcoholism and substance abuse illustrate the consequences of failing to provide mental 
health services. Cummings found that individuals suffering from alcoholism and substance abuse 
who sought medical services rather than menial health services resulted in a rapid escalation of 
medical utilization with costs skyrocketing by 91% (1990). In another study, Luckey found that 
1/2 the cost of treating individuals with alcoholism is offset in one year by reductions in medical 
costs (1987). SAMHSA has reported that the economic and social costs of untreated addictive 
and mental disorders were $314 billion in 1990 — more than cancer, respiratory disease, or heart 
disease (Greenberg, 1993). 

With respect to surgical patients, an analysis of 191 studies revealed that brief presurgical 
psychji jgical intervention has been consistently associated with fewer posisurgical complications. 
!es:. medication usage and an average of 1.5 fewer hospital days (Devine, 1992). Sturm and 
Wells have found that the reduction of one functional limitation (e.g.. depression) is associated 
with an increase of $2,000 to $3,(X)0 in annual earned family income. "From a public finance 
perspective, the increase in employment and earnings is associated with better care is likely to 
increase tax revenue and lower unemployment and welfare payments." (Siurm. 1995) 

Psychological interventions developed for health care problems tend to be short-term and focused 
in nature, involving techniques as diverse as family therapy, cognitive behavioral therapy, 
relaxation training, and other psychophysiological techniques such as biofeedback. Numerous 
follow-up studies have demonstrated not only significant improvement in symptoms and quality 
of life, but also reductions in subsequent hospitalizations, medical office visits, medication usage 
and visits to the emergency room. Studies have shown that patients of physicians who received 
oUch psychological interventions reported significantly increased physical functioning, an 
improvement that remained stable during the year after the intervention. Such interventions 
reduced annual medical care charges by $289 in 1990 constant dollars, which equates to a 32.9% 
reduction in the annual median cost of their medical care (Smith, 1995). 

Finally, researchers have noted that a large percentage of subjects with depressive disorders and 
panic disorders reported a disability day owing to emotional reasons (44% each). The mean days 
missed from work for an emotional reason ranged from 3.2 to 9.4 days, and the mean for 
depression was greater than that attributed to all conditions except cancer and cardiovascular 
problems (Kouzis, 1994). In addition, the absenteeism rate was from 10 to 33% for high risk 
employees compared without risks costing a total of $70.8 million annually in illness costs 
(Wiggins, 1995). 


The Value of Including Psychologists in Medicare GME 

The public, managed care organizations, and the government are calling for tight, cost-effective, 
widely available, integrated health care teams to provide human and comprehensive services to 
our citizens. Psychologist.^ play a major role in training (over 3000 currently on faculties of 
medical schools and residencies), research (a massive health psychology literature used every day 
in the primary care field), and direct service (Linton 1995). 

It is widely known that the available pool of trainees in psychiatry is diminishing. At the same 
time, the number of students completing graduate training In professional p.sychology remains 
stable. Indeed, within the Association of Amencan Medical Colleges, the premier organization 
in medical education, there are a large number of psychologist members in the Association for 
the Behavioral Sciences in Medical Education, along with physician members who come from 
specialties such as pediatrics and interna) medicine. Yet, there is very little federal support for 
psychology education and training (Linton, 1995). 

Due to the extensiveness of scientific preparation and clinical supervision necessary for 
independent research and practice, an average of 7.5 years beyond the bachelor's degree is 
required to obtain a Ph.D. in psychology. During this time, however, students contribute to the 
ever-growing body of knowledge, and provide direct services to patients and their families. 
Clearly, financial support plays a major role in attracting individuals to a particular di.scipline. 
Indeed, it is critical in attracting minorities and the financially dis^vantaged (Belar, 1994). 

Psychologists frequently serve as the behavioral scientist member of multidisciplinary research 
teams and are often the principal investigators in these projects. In addition, psychologists work 
with physicians and other health care providers on multidisciplinary teams in training hospitals 
and Academic Health Centers and in Health Maintenance Organizations. Federal support for 
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training psychology interns in health care facilities will allow them greater exposure to primary 
care, and afford them opportunities to prepare to teach, evaluate and provide services even more 
effectively as partners in the health delivery system (Linton 1995). 

Despite the important role that psychologists play in the delivery of health care services as 
members of interdisciplinary teams, there has been almost no federal support for students of 
psychology, including minority students. Compared with assistance to the medical profession, 
federal assistance to psychology is minuscule (Dunivin, 1994). There is. in fact, a critical need 
for more psychologists, especially minorities, to work in public settings and in particular in 
underserved areas. Yet, without federal financial aid programs, it is nearly impossible for those 
who otherwise could nor afford the seven years of graduate school to become a professional 
psychologists. 

Currently, hospitals do not receive any GME funding to support psychology internship programs, 
This lack of reimbursement, coupled with the loss of income due to health care reforms, has 
forced many hospitals to reduce financial support to train psychologists. Moreover, current 
inequities in GME funding have lead to cutbacks in positions of hospital staff psychologists who 
provide training to interns, in addition to providing diagnostic, assessment, preventive, and 
therapeutic services to hospital patients. Linton (1995) notes that while it is unusual to find 
administrators who are antagonistic per se to the notion of training psychologists in their 
facilities, because they receive no GME pass-through funds, a burden is placed on them to 
differentially support certain elements of the health care team. 

The link between financially sound training and competent health care delivery is well known. 
Further, a growing number of studies have shown that the provision of psychological services 
reduces medical utilization and cost. Indeed, psychological services produce quality health care 
that generates better health for the recipients of the services and, in turn, more wealth for society 
at large. Clearly now is time to recognize the important and critical role psychology plays in 
health care and to ensure that psychology students participate in the Medicare GME program for 
(he benefit of all Americans. 
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STATEMENT OF 

AMERICAN SOCIETY OF PLASTIC 
AND RECONSTRUCTIVE SURGEONS 

to the 

Subcommittee on Health 
Committee on Ways and Means 
United States House of Representatives 

April 3, 1995 

RE; Graduate Medical Education 


The American Society of Plastic and Reconstructive Surgeons (ASPRS) represents 
91 % of the nearly 5,000 board certified plastic surgeons in the United States. Plastic 
surgeons provide highly skilled surgical services which improve both the functional capacity 
and quality of life of our patients. These services include the treatment of congenital 
deformities, burn injuries, traumatic injuries, and cancer. 

ASPRS agrees with subcommittee Chairman Bill Thomas (R-CA). that a "revolution 
is underway in health care which has significant implications for the future health manpower 
needs of the nation as well as the destiny of our major teaching hospitals," Health care 
reform that does not support and foster medical education will not be viable in the long run 
as the quality of any health system depends on the renewal of its work force. 

In 1994, ASPRS commissioned a study of the plastic surgery market and workforce. 
The study was performed by RRC, Inc. of Bryan, Texas. Among the study's findings, we 
learned that substantial increases in provider workforce are expected in the next 20 years, 
although many underserved areas will require a long time to attract a plastic surgeon. 

Taking into account the study’s findings, ASPRS adopted the following positions, 
which are now recommended for Congressional action: 

1. Continue Federal Support for Graduate Medical Education 

Federal support for graduate medical education must continue to ensure that the 
United States will maintain a well-trained and highly qualified physician workforce. In 
recent years, we have observed a trend toward lower payments by third-party payers to 
physicians and hospitals. As a result, teaching programs have become even more dependent 
on Medicare financial support and are less able to compensate for any funding shortfalls 
through payments they receive for services provided to non-Medicare patients. This is 


problem is especially acute for specialties with longer training periods, such as plastic 
surgery, which already receives reduced financial support from Medicare beyond the first 
five years of training. 

ASPRS opposes proposals that would further limit Medicare direct graduate medical 
education support to only the first three or four years of residency training. Specialities with 
longer training periods are as critical to the health care needs of our nation as those with the 
shortest training. 

2. Require Third-Payer Participation in Funding Graduate Medical Education 

Further, all third-party payers should participate explicitly and uniformly to the 
financing of graduate medical education. Provisions must be made for adequate transition 
payments for institutions that lose residency programs. 
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The shift of patient care from the inpatient to the outpatient setting justifies the 
encouragement of residency training programs to support training in outpatient settings 
including clinics, outpatient surgery facilities, and physician office settings. A method of 
appropriately and uniformly credeniialing and financing outpatient training programs should 
be included in any reforms Congress will consider. 

3. Provide Antitrust Relief for Workforce Planning 

ASPRS supports antitrust relief designed to facilitate workforce planning activities by 
the medical profession, including residency program directors, residency review committees, 
and specialty societies. 

Currently, antitrust laws put severe constraints on the ability of specialty societies and 
residency program directors to address effectively the issue of workforce planning. Absent 
appropriate changes in the antitrust laws, the medical profession may be unable to effect 
meaningful and timely change based on the findings from workforce re.search. 

4. Conduct Workforce Planning on National Basis 

Workforce planning in plastic surgery should be conducted on a national, rather than 
state or regional, basis. Due to the nature and size of the speciality of plastic surgery, 
workforce planning for the specialty is most appropriate at the national level. We do not 
support the concept of using academic consortia to determine physician workforce issues 
because, among other things, such a mechanism would likely lead to inconsistent decisions 
across various regions and could be dominated by special interests. 

5. Limit Number of First-Year Residency Positions to 110% of Number of U.S. 
Medical Graduates 

This position is consistent with the views of the Physician Payment Review 
Commission and the federal Council on Graduate Medical Education, and has been included 
in a number of previous legislative initiatives, most recently the Rockefeller/Durenberger bill 
introduced in the I03rd Congress. Given the emerging problem of physician oversupply, 
Congress should strongly consider reducing the number of medical graduates who enter, 
train, and practice, while taking into account and accommodating the impact of any 
reductions on medical services to urban and underserved populations. 

6. Allot Residency Positions Based on Program Quality 

If the number of residency positions in any specialty needs to be reduced, the quality 
of the training program should be the primary determining factor in the allocation of slots. 
Determinations of quality should be left to the existing Residency Review Committees and 
the Accreditation Council of Graduate Medical Education system. 

Conclusion 

ASPRS gained a variety of valuable insights through its workforce study, although the 
Society's and the specialty's ability to utilize that information to make appropriate changes in 
plastic surgeon workforce supply is limited because of current antitrust prohibitions. 

ASPRS appi-eciates the opportunity to testify on the topic of graduate medical 
education before the Subcommittee on Health, and would be happy to be a resource as the 
Subcommittee and full committee continues its work on this complex issue. 


April 3. 1995 
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STATEMENT OF THE MAYO FOL NDATION 
COMMITTEE ON WAYS AND MEANS, HEALTH SLBCOMMITTEE 
MARCH 23. I9Q5 


The Mayo Foundation is an integrated health care system, with clinics, hospitals, and 
other health care entities located in five states. These include Mayo Clinic Rochester. Saint 
Marys Hospital, and Rochester Methodist Hospital, in Rochester. Minnesota; Mayo Clinic 
Jacksonville and St. Luke's Hospital, in Jacksonville, Florida; and Mayo Clinic Scottsdale, in 
Scottsdale, Arizona. We have also merged with Mayo regional practices and hospitals in 
Minnesota. Iowa, and Wisconsin. We serve patients from all fifty stales and many foreign 
countries. We are engaged in research and education, with over one thousand residents in 
.raining at multiple locations. 

As the Congress develops policies for graduate medical education, we believe that 
serious attention must be given to separating funding for education from patient care revenue. 
In the past, leaching insiiiuiions were able to cross subsidize education programs from patient 
care re\enues. In today's world of managed care and market competition, this ability is 
severely limited. We strongly support a market-based health care delivery system, and see 
many efficiencies coming from this competition. However, for competition to work there 
must be a level playing field. In order to create such a level playing field, societal goods, 
such as research and education, should be funded by all the participants in the health care 
system, 


In the long run. a separate funding pool must be created for graduate medical 
education. This pool could be funded by a surcharge on all health premiums, and distributed 
on a per resident basis to the programs that incur the costs of the education. In the short run. 
it is imperative that the government maintain a fair level of Medicare funding for graduate 
medical education through the DOME and I.ME payments. 

We suggest that the DOME payment system be simplified and made fairer b\ making 
several changes. First, a uniform payment level should be established. There is neither 
fairness nor good policy sense in the tremendous variation in per resident payment levels that 
exists today. Second, the payments should be made on a per resident basis, regardless of the 
type of setting in which the resident is training. Good education policy requires that residents 
receive more of their training in non-hospital settings, yet the payment mechanism is limited 
to hospital-based training. Moreover, integrated health care systems are working to make sure 
patients are treated in the most efficient setting, and the lines between hospital and clinic are 
often not clear. 

We also urge you not to establish graduate medical education funding on a state basis. 
Mayo participates in a national and international education market. We recruit residents and 
students from all pans of the country, and train them to meet national needs. Any attempt to 
apportion residency training funds on a state-by-state basis will seriously disrupt this market. 
The Mayo Graduate School of Medicine (our residency training program) is one of the 
largest, and we believe one of the best, training programs in the country. Howe\er. it is 
based in Rochester. .Minnesota, a city of less than 75.000 population. If residency funding 
were to be distributed by stale or region based on population, we would have to shut down 
most of our programs. In this arena, we believe that a working market will allow the best 
training programs to survive, and poorer programs will shut down for lack of trainees. 
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STATEMENT OF THE SOCIETY OF GENERAL INTERNAL MEDICINE 


The Society of General Internal Medicine (SGIM) was founded in 1978 to promote 
improved patient care, teaching and research in primary care general internal medicine. There 
are approximately 2,700 members of SGIM. The importance of generalists to the nation's health 
care system and the critical role they play in effecting reform in health care delivery has long been 
recognized by the profession, by the nation’s policymakers, and by society. Recent efforts to 
reform the nation's health care delivery system reaffirmed the role of the generalist physician in 
providing universal access and controlling costs. The unique contribution of generalist physicians 
to health care delivery is their ability to provide comprehensive high quality primary care in a 
variety of settings, to people with a broad array of health-related conditions. Generalist physicians 
are specially trained to deliver primary care. Primary care is characterized by first-contact care 
for patients with undifferentiated health concerns; patient-centered comprehensive care that is not 
organ or problem specific; continuous, longitudinal patient care; and coordination of necessary 
medical, social, mental, and other services through appropriate consultation and referral. General 
internists provide this type of primary care to men and women from adolescence through old age. 

We commend Chairman Thomas in addressing current graduate medical education (GME) 
and leaching hospital policy. In examining alternative policies regarding the training of future 
health professionals, the needs of the health provider in the evolving health care system, and the 
financing of teaching hospitals, the committee must also consider the series of disincentives related 
to the generalist disciplines from undergraduate medical training through practice: 

1 . Financial and other incentives have pushed an increasing number of international and 
U, S. medical graduates into specialist careers. Despite one of the highest physician to 
population ratios, the U. S. has shortages in important areas of its health care providers. 

2. Federal funding of training after medical school (graduate medical education) promotes 
hospital-based training of specialists who provide expensive services at low cost to the 
hospitals. 

3. Medical students have strong incentives to choose specialist careers because of increasing 
indebtedness from medical school and the higher income potential of specialty as opposed 
to primary care practice. 

4. There has been continued and increased demand for specialty services, despite concerns 
that many procedures and specialty services are overutilized. 

Market forces alone will not correct for the low proportion of primary care physicians; 
the Federal Government must reevaluate and establish specific goals in the financing of medical 
education and medical practice. The outcome of these goals should be to achieve at least 50 
percent of U. S. physicians practicing the generalist disciplines of general internal medicine, 
general pediatrics and family medicine. 

Among the various mechanisms which have been proposed to shift graduate medical 
education payments to support the training of generalist physicians, we believe that the most 
effective short-term approach will be to modify payments to hospitals. In July, 1994, the 
Department of Health and Human Services Office of the Inspector General (OIG) issued a final 
audit report, "A Study of Graduate Medical Education Costs." The report analyzes hospital 
graduate medical education costs during the first 5 years of Medicare's prospective payment 
system, which began October 1, 1983. The report concludes that, in the absence of changes to 
GME through health system reform legislation, the Health Care Financing Administration (HCFA) 
should reevaluate Medicare's policy of paying GME costs for all physician specialties. As part 
of this reevaluation, the OIG recommended that HCFA consider submitting legislation to reduce 
or even possible eliminate Medicare's investment in GME for specialties for which there is a 
surplus of physicians. 

Our comments address several issues related to policy reform concerning funding graduate 
medical education: 
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All Paypr Sy<1pm 

The Federal Government's financing of medical education should support training that 
ensures generalist physicians as the primary providers of medical services. SGIM strongly 
supports the reform of funding of residency training to include contributions from all payers. The 
per resident amount must be sufficient to cover the costs of training. Funding must also cover the 
costs of educating residents in all outpatient settings, not just those limited to hospital ambulatory 
sites. This is necessary to improve primary care training, which should include more time in 
ambulatory settings, training in managed care, and geriatric training. Funds for medical education 
should be allocated directly to training programs approved for residency training positions, rather 
than teaching hospitals. This will encourage the use of residency training funds for ambulatory 
care. 

T.imit Wf><iripnry Training/Payrnpnf< tn llf<irif>nry Prftgramg 

SGIM supports the following approaches to encourage primary care residencies: 

1. Limit the number of years covered by direct medical education and indirect medical 
education payments to residency training. 

2. Increased medical education payments should be allocated to general internal medicine and 
general pediatric residency programs which develop a primary care curriculum and 
establish appropriate ambulatory training sites. 

3. In addition to limiting Medicare payments for residency training, the total number of first- 
year residency positions should be limited by capping slots at 1 10% of the number of 
U, S. medical school graduates. 

4. Establish higher weighting for primary care per-resident amounts. 

5. Graduate medical education funds saved through reductions in specialty residency support 
should be made available to primary care directors to support loan forgiveness. 

Transition Payment.^ 

Transition payments should be provided to teju:hing hospitals which are required to reduce 
their residency training programs. The GME payment plan should ensure that institutions that 
care for disproportionate numbers of disadvantaged patients are funded adequately to ensure that 
the necessary replacement staff are hired. Also, we recognize that non-physician practitioners 
may be required to replace residents in some inpatient services at teaching hospitals. Mechanisms 
should be considered to provide temporary funding to support the introduction of some non- 
physician practitioners on certain specialized services. This would provide incentives to promote 
the shift to fewer specialty training positions in leaching hospitals during this lime of transition. 


There is an increasing demand to train more primary care generalist physicians, however, 
there are not enough teachers to train these generalists. 

Current Medicare policy limits direct GME funding to the number of years required to 
become board eligible in a particular specialty, or five years, whichever is shorter. General 
internal medicine, general pediatrics and family medicine each require three years of residency 
training. 

Graduates of the three year residency programs typically spend two years in generalist 
fellowships in order to pursue careers as faculty in general internal medicine. Generalist 
fellowships are structured to provide the trainee with teaching and primary care research skills. 
Since the fellowships are not directed at training subspecialists and no board examination is 
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administered following completion of the generalist fellowship, institutions which train generalists 
for academic positions are not eligible for GME funding. Medicare GME policy currently 
supports only those fellowships which result in specialization and/or additional board certification. 

Medicare policy should allow payment of direct GME funding for training generalist 
teachers. Guidelines for program funding should be established by the Secretary of Health and 
Human Services. Enclosed is proposed language to amend the Social Security Act in order to 
allow payments for fellowship training in a generalist discipline. 


Proposed Changes to the Social Security Law to Support Training for Primary Care 
Teachers 

42 use and 1395 ww (h) 

Sec. 1886 (h) Payment for Direct Graduate Medical Education Costs 

(5)(A) Approved Medical Residency Training Program — The term "approved medical residency 
training program" means a residency or other postgraduate training program, participation in 
which may be counted toward certification in a specialty or subspecialty and includes formal 
postgraduate training programs in geriatric medicine approved by the Secretary and, formal 



(5)(F) Initial Residency Period - The term "initial residency period" means the period of Board 
eligibility, except that - 

(i) except as provided in clause (ii), in no case shall the initial period of residency exceed an 
aggregate period of formal training of more than five years for any individual, and 


(ii) a period, of not more than two years, during which an individual is in a geriatric residency 
or fellowship program or a preventive medicine residency or fellowship program which meet.s 
such criteria as the Secretary may establish, shall be treated as part of the initial residency period, 
but shall not Jie counted against any limitation on the initial residency period, and 


(iii) 

program in general internal medicine, general pRdiatrir.s, nr family medicine which meet'; .such 

criteria as the Secretary may K.«;tahlish, shall he treated as part of the initial residency period, even 

thnugfa_the-se fellowship years do not count towards Board eligibility nr cerrificarinn 


(suggested language underlined) 
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A reconfiguration of our nation's health care delivery and financing systems is necessary 
in order to achieve a more balanced system with expanded preventive and primary care services. 
We commend the committee for their efforts to restructure graduate medical education funding. 
The Society of General Internal Medicine is committed to working with you in further developing 
our policy recommendations and ensuring budget neutrality. 
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April 6, 1995 

The Honorable William M. Thomas 
Chairman, Subcommittee on Health 
Committee on Ways and Means 
U.S. House of Representatives 
Washington, D C. 20515 

Dear Chairman Thomas: 

Thank you for the opportunity to submit for the record these remarks to expand on the American 
Medical Association’s Statement filed at the March 23, 1995 hearing on graduate medical 
education (GME) financing. We believe these comments will be useful in belter understanding 
our positions regarding the critically Important GME financing and physician worktbree planning 
issues 

Our Statement declared that "Health maintenance organizations (HMOs), preferred provider 
organizations (PPOs), and self-insured industry or government plans are generally unconcerned 
about the individual components of provider costs, particularly GME costs, as long as they arc 
able to obtain competitive prices by negotiating discounts from stated charges." The intent of our 
comment is that HMOs, PPOs. and self-insured industry or government plans are concerned about 
the price they pay for services and the outcome to the patient. We are well aw'are that managed 
care plans track individual components of provider costs in an effort to curtail overall costs. 

While beneftting from GME progiams. these plans have not evidenced a willingness to assume 
explicitly their fair sfiare of GME costs. 

Our discussion of some of the problems that have resulted from the evolution of GME f nancing 
noted that "the current methods of financing GME have made it difficult to establish primary care 
GME programs in settings other than hospitals, such as non-hospital based ambulatory settings and 
rural health clinics." While it is true that the current methods of financing GME have created 
obsincles to the establishment of GME programs in non-hospital settings, nevertheless, a number 
of residency training programs, chiefly in family medicine, have been established in such sellings 
(despite a lack of easy access to a source of funding) Progress has been made in tins regard, bul 
there still exists the need to emphasize and encourage the development of and adequate funding 
for primary care GME progr.ntns in luin-hospital settings. 

We would like to clarify our statement regarding the elfcci of the Prospective Paymeni System 
(PPS) on GME, that "...teaching hospitals have generally done better than non-teaching hospitals 
under PPS While this is true in general, we would like to point out that it is nor so in the 
case of each and every teaching hospital, especially many public hospitals serving predominantly 
indigent patients. Furthermore, even though some teaching hospitals may have benefitted under 
PPS (as compared to non-teaching hospitals), such hospitals carry additional costs related to 
education and patient mix. Clearly, both PPS and RBRVS(the Resource Based Relative Value 
Scale) have had an important impact on GME financing. In any future design of GME 
reimbursement, these significant differences between teaching and non-teaching hospitals must be 
taken into consideration. 

Our Statement, in the section entitled ''Goats," declared th.ai "the AMA believes that reform should 
achieve long-term stable funding of GME to ensure that all graduates of U.S. medical schools w ill 
be able to obtain, at the very least. GME leading to eligibility for initial board cenificalion and 
result in increased accountability for the total number and specialty mix of GME positions, the 
appropriateness of the site of GME training, and the appropriateness of both the coiitcm and length 
of training requirements." Our use of the word "rcfonti" here (and throughout the document) 
slioiild not in any way be construed to indicate a preference for government based reform. Change 
is needed, but it ideally should continue lo emanate from private sector initiatives with significant 
input froin the medical profcs.sion. We would like to make it perfectly clear that the AMA is not 
advocating here the involvement of government in mandating hovv medical residency training 
programs should operate. 

In our discussion of "Principle #1," we recommended that "all payors be required lo adopt 1lic 
Medicare approach for determining their share of the direct costs of GME " While the Medicare 
merhodology for determining GME cost sharing is currently the only complete and tested model 
we liave to look to, the AMA does not mean to imply rliat it should be adopted without question 
Rather, we believe that an approach could be designed that is similar to Medicare's approach. 
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which may offer an itnprovement in methodology. 

\\'e also di.sciissed. under "Principle #1," an option whereby Medicare could make its participation 
in GME financing contingent on individual hospitals requiring the participation of all payors vviih 
bcncfciaiie.s hospitalized in each institution Such an approach might be less viable, depending i''n 
the sophistication of a given market. Our point is that teaching hospitals will have to find 
innov aliv e ways to negotiate with these pavors 

In our discussion of "Principle #3," vve stared that "the AMA believes iltai efforts to reform GMt 
financing sliould not he burdened in the immediate debate by attempts (o resolve these very 
complex issues of uucompen.sated care and the effect of discount comiacting on the financial 
stability of some teaching hospitals." Our intent here was to express the opinion that such 
complicated issues as tlicsc will continue to adversely affect the financial stability of leacliing 
hospitals. In the meantime, there is added urgency to appropriately develop a reasonable and fair 
method for GME I'mancme 

"I'rinciplc f-4" discussion remarked that "the .AMA rccommend> that HGFA reuiiie existing 
regulations to define more precisely the laculty salary costs and general overliead costs that in.iv 
be allocated to GMI . More specifically, regulations .should be promulgated to limit faculty salary 
costs to llic time faculty arc directly involved in the administration of GME programs or in the 
.supervision of resident physicians under circumstances in which no separate bill is submitted for 
professional services either by the physician or the hospital." Our intent here was to point out a 
subject matter in need (’f attention (i.e.. variations in faculty salary costs) and one example of a 
manner by which to address the subject. Aclnally. the preferred way to address the issue, m our 
view, would be to vN:i .so admini.strativeK through the individual health care inslitution.s. rather tli.m 
through the fiionuilgation of regulations. The point wc were trying to express here relates to the 
goal of achieving uiulormity in reimbursenieiu methodology for GME 

In addition, under "Principle HA" wc commented that "at present, decisions regarding specialty 
training issues are coniiolled. for all practical purposes, by the specialty boards and the ACGME " 
It should be added hcie that the individual residency training program directors also have wide 
latitude in making decisions on residency positions and on other specialty liaining is.sues. Also, 
as a footnote to our recommendation that annual surveys should be conducted to document 
variations m faculty and overhead costs among teaching hospitals, the Subcommittee should note 
the fact that the American Association of Medical Colleges (AAMC) currently conducts similar 
such surveys. 

Our conclusion stated that ” I he AMA has considered ilic issues surrounding financing reform in 
GME and has developed goals and a set of principles to assist the national debate on this issue. 

The AMA believes that such reform is warranted in order to control the costs of GME. to stabili/.u 
the funding of GME. and to improve the accountabihiy of the GME system to society so that 
national physician workforce objectives arc achieved and maintained." Our intent here was tluii 
such natioMiil physician workforce objectives be achieved and inaimamcd nrimarilv ihroLidh Lirivacc 
sector iniiiaiives . 

In closing, again, wc are veiy appreciative of the opportunity afforded us by the Subcommittee to 
submit these eommenis. As vvas expressed in our March 23rd Statement, we thank the 
Subcommittee for soliciting our thoughts and recommendations on this highly complex issue of 
financing graduate medical education We look forward to working with other affected 
organizations and liopc lh:ii wc can be a continuing resource as tlic Subcommittee tind fuil 
Comniiiree develop their proposals. 


Sincerely, 

ip 

William E. Jacou/MD 
Member, AMA Board of Trustees 
Associate Provost. .Academic Health Center. 
University of Minnesota 
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PHYSICIAN PAYMENT REVIEW COMMISSION 
RECOMMENDATIONS ON PHYSICIAN PAY- 
MENTS 


THURSDAY, MARCH 30, 1995 

House of Representatives, 

Committee on Ways and Means, 

Subcommittee on Health, 

Washington, D.C. 

The subcommittee met, pursuant to notice, at 10:35 a.m., in room 
1100, Longworth House Office Building, Hon. Bill Thomas (chair- 
man of the subcommittee) presiding. 

The press release announcing the hearing follows: 
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ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON HEALTH 

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3943 

March 22, 1995 
No. HL-7 


THOMAS ANNOUNCES HEARING ON 
THE PHYSICIAN PAYMENT REVIEW COMMISSION 
RECOMMENDATIONS ON PHYSICIAN PAYMENTS 

Congressman Bill Thomas (R-CA), Chairman, Subcommittee on Health of the 
Comminee on Ways and Means, today announced that the subcommittee will hold a hearing 
on the physician payment recommendations included in Physician Payment Review 
Commission (PPRC) 1995 Annual Report to Congress. The hearing will take place on 
Thursday, March 30 , 1995 , in the main Committee hearing room, 1100 Longworth 
House Office Building, beginning ai 10:30 a.m. 

In view of the limited time available to hear witnesses, oral testimony at this hearing 
will be heard from invited witnesses only. Witnesses will include John M. Eisenberg, M.D.. 
Chairman of the PPRC and physician groups. However, any individual or organization not 
scheduled for an oral appearance may submit a wtitien statement for consideration by the 
Comminee and for inclusion in the primed record of the hearing. 

BACKGROUND : 

In 1986. the Congress established the Physician Payment Review Commission to 
advise the Congress on issues regarding physician payment under Medicare Each year, the 
PPRC has provided Congress with specific recommendations on ways to improve the 
program 

In announcing the hearing. Chairman Thomas said: "The 1995 recommendations of the 
PPRC are extremely important. espccialU in light of the Administration's refusal to deal 
serious!) with the problems facings the Medicare program The recommendations included in 
their annual report will help us to lay the foundation for reform to preserve the Medicare 
program." 

FOCUS OF THE HEARING : 

This hearing will review the formal recommendations of the PPRC regarding physician 
payment under the Medicare program. 

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS: 


Any person or organization wishing to submit a written statement for the printed 
record of the hearing should submit at least six (6) copies of their statement, with their 
address and date of hearing noted, by the close of business, Thursday, April 13. 1995, to 
Phillip D. Moseley, Chief of Staff. Committee on Ways and Means, U.S. House of 
Representatives, 1102 Longworth House Office Building, Washington, D.C. 20515. If those 
filing wTiuen statements wish to have their statements distributed to the press and interested 
public at the hearing, they may deliver 200 additional copies for this purpose to the 
Subcomminee on Health office, room 1 136 Longworth House Office Building, at least one 
hour before the hearing begins. 


FORMATTING REQUIREMENTS : 


EacA luuasBi preiraied tor piloilaf u t&a CaaalOM by • witsau. uy wntm aiUABUi or eiUMt nbmitM for tk* prlntad roe«d 
or oay «niUD conaoDti id raopuio to ■ noottl for vrttun eaoataa auv ccafvm to tbe folDoUnH Unod boloa. Aoy otiuamt or 
eUiibU DOC Is eompUtset with dieii cnldoUsoo wUI ooc ta prtaud. Dot wUI b« siistilBod Is iko CeaoilOM Oloi (or rofltw tod uo by tki 
CqbwIQoo. 


J All futaoonci osd tsy aeempuylaf ottlbtta (or pnoB&{ Dun bo typod lo Unfit ipoea a lofiJ-fUo popor osd noy oot 

•xcood & louJ of 10 pofoo iBcledlsc ituchaaitt. 




3 


1 CoptM Bf vhali ddBSBaa fabmlM u eiUMi SAiaUl »U1 »et bt teupti Im pilndif. IbamA nUUt ■aurial ibeold b« 
rtfowcM asd qviiud er vartfluiaBd. All txUUt nuuslil M dhOiic a«i pwlftcinoBi atU b* nalsalMd la At CeanlOM BIm fcr 
mlav ud ue b7 At CtnmMte 


1 A wlAtH appurtof at t jmUK btwttf. « n&aioisf a itataaaei fer At n«td of t piblle htartat. • nboltdiic vitttaB 
ecBunaaa A rtapout U> • pBblliktd nqvM fv udbbb At ConalOM, bbr Bdndt tn hit mtnnnt or nbalutoD a Uti ot all 
cUnA panaea, « aqailuflou oi wbott bahal/ At «lAaat aiiptan. 


i A aappItatoAl Atti aan aceoDpaor aaA naiamaal UfCAf At uat. tall addnu. a ultphena nombtr atart At atmtu 

V At dMlfDaitd rt^wtatsatt may b« raaebtd aad a upieal ooBUi a nstaar; ot At ecnuaeaa aad ncanudadau A At tall 
tutODtaL TUa aapplBDatal Atat all] a« bt Acladtd u At pruttd r«c«d. 

nt Aon rtnrfAou ud Umiadau apply mlf A naurUl btiap nbaioad la pitadaf . Soubaa Ad tAlua a nppltBmujy 
BaiarUl rabAoad lalaly fa dAolMtta u At Mtaban, At pntx Ad At pabUe dniAf At eoBtat of a pnbUc beaiAf may bt nbrnictd A 
oAw tonsa. 


Note. All Committee advsories and news releases are now available over the Internet at 
GOPHER.HOUSE.GOV, under 'House Comminee Information'. 
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Chairman Thomas. The subcommittee will come to order. This 
morning the subcommittee will review the 1995 annual rec- 
ommendations of the Physician Payment Review Commission re- 
garding physician payment. The Commission’s 1995 recommenda- 
tions will provide direction for the subcommittee as we consider 
further perfections of the Medicare fee schedule. These rec- 
ommendations and the comments of groups from the physician 
community will help the subcommittee meet its responsibilities to 
set policy for physician payment. 

The fee schedule has clearly had a positive influence on distribu- 
tion of physician payment between primary and specialty services. 
It has also served as a vehicle for regulating payment increases for 
physicians. However, it does not provide real incentives for cost 
conscious purchasing of medical services for beneficiaries and, as 
we will learn today, has the flaws inherent with any government 
price regulatory scheme. 

We should continue to examine and refine payment policy in the 
old-fashioned Medicare program, but we should also spend most of 
our energy over the next few months looking for the best means to 
transform Medicare coverage and bring to it the advantages of the 
experience in the private market. Cost conscious purchasing of 
quality care is the theme in the private market, and it is the goal 
of this subcommittee to look at the private sector to discover the 
structural reforms we need to bring both Medicare costs in line as 
well as ensure Medicare beneficiaries the same choices most em- 
ployed Americans and their dependents now enjoy. 

We particularly look forward to hearing from the PPRC, and I 
personally want to thank the outgoing Commission Chairman John 
Eisenberg for the contribution he has made in trying to improve 
the physician payment policies which have been developed by the 
Commission over time. 

I yield to my colleague from California. 

Mr. Stark. Thank you, Mr. Chairman. I am pleased to join with 
you in welcoming Dr. Eisenberg to the subcommittee. His work as 
Chairman of the Physician Payment Review Commission has been 
exemplary. As this year’s report again demonstrates, the PPRC 
continues to be the best source of objective analysis about physician 
payment and related issues. I believe it is no accident that this 
standard of objective excellence has continued under Dr. 
Eisenberg’s leadership. 

Given this record of achievement, I am mystified, Mr. Chairman, 
by reports that my Republican colleagues intend to replace Dr. 
Eisenberg as Chairman of the PPRC. Perhaps someone from your 
side will be able to clear up this mystery today, given that, as far 
as I know, there is nothing in the work of the PPRC or Dr. 
Eisenberg which would suggest that he should be replaced. 

There is no evidence, for example, that he has indulged in par- 
tisan activities or favored one point of view over another in the 
great debate on health reform. Previous chairs of PPRC and the 
Prospective Payment Assessment Commission have been allowed to 
continue essentially indefinitely, and I am just curious as to why 
a different standard has been imposed in Dr. Eisenberg’s case. 
Since he is here and since I am sure that he too is wondering about 
why he is not even being given the opportunity to serve a complete 
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term as Chairman, might it not be appropriate for us to clear up 
for him the mystery of why the majority members of this commit- 
tee believe he should not be reappointed? 

Mr. Chairman, I would very much appreciate it, and for the cour- 
tesy of Dr. Eisenberg, who has long and faithfully served the Com- 
mission, if you could shed some light on this enigma. 

Chairman Thomas. The gentleman is asking me to respond to 
his comment. I do not know whether it is about the fact that Dr. 
Eisenberg replaced Dr. Lee, and has filled out the portion of that 
term, and that term has expired, or whether the gentleman from 
California is concerned about potential new appointees to the posi- 
tion or both? Which is it he is concerned about? 

Mr. Stark. The tradition of the Physician Payment Review Com- 
mission and ProPAC has been since its inception that the chair has 
stayed as long as the chair has chosen to serve and not been forced 
out. And I just wonder what it is about Dr. Eisenberg’s service 
which would cause a change? 

Chairman Thomas. The term has expired, and I guess the gen- 
tleman from California is concerned the Clinton administration has 
now offered Dr. Eisenberg the job as the previous chairman was of- 
fered. 

Mr. Stark. I just repeat that it has been the policy to allow the 
chair to stay as long as he chooses, both ProPAC and PPRC. 

Chairman Thomas. And as a presidential appointment. 

Mr. Stark. Until they decide for whatever reason to retire or re- 
sign. 

Chairman Thomas. Well, I guess maybe there ought to be tradi- 
tions that are followed and some traditions that are not necessarily 
followed. And then patterns develop over time that do not lock us 
into an absolute requirement that a chairman stay in a position 
until the chairman decides whether or not they want to leave. I be- 
lieve we have the ability to appoint people to the position and that 
it ought to be the elected officials who make the determination at 
the end of the term. Dr. Eisenberg is not being removed in the mid- 
dle of the term. The term has expired. And if the gentleman wishes 
to have the chairmen of these commissions determine how long 
they are going to remain, perhaps he really fully does not under- 
stand the structure and relationship between the Members of Con- 
gress and the commissions themselves. 

Mr. Stark. Well, Mr. Chairman, I bow to your superior knowl- 
edge and intelligence and perspicuity in these matters and that you 
have exhibited over a number of years. I thank the Chair for his 
comments. 

Chairman Thomas. I appreciate the gentleman from California’s 
comments including the really earnest and honest way in which 
they were delivered. I am sure there was no hidden agenda in the 
way in which he described the Chairman, and I appreciate the kind 
words. 

With that. Dr. Eisenberg, your written statement will be made 
a part of the record, and you may proceed in any way that you 
wish. 
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STATEMENT OF JOHN M. EISENBERG, M.D., CHAIRMAN, 

PHYSICIAN PAYMENT REVIEW COMMISSION, ACCOMPANIED 

BY DAVID COLBY, STAFF, PHYSICIAN PAYMENT REVIEW 

COMMISSION 

Dr. Eisenberg. You do have the written record. The Commis- 
sion’s report, the March report, will be released tomorrow, and will 
be made available to the subcommittee, to the full committee, to 
both Houses of the Congress. What I would like to do today is to 
try to briefly summarize what this report recommends, particularly 
the part of the report that deals with the Medicare system. 

As you mentioned, Mr. Chairman, many of the goals that were 
set out by the Congress in the Omnibus Budget Reconciliation Act 
of 1989 in reforming the Medicare system are being achieved, and 
most would consider those reforms to be successful. There are prob- 
lems, we believe, and we would like to help the Congress address 
those problems. I do want to emphasize that this system, which 
was designed by the Congress and implemented by HCFA, is being 
adopted by a large number of managed care organizations and 
States in their own Medicaid plans so that many of the issues that 
we will address today go far beyond Medicare and whether Medi- 
care pays fee-for-service or not, whether Medicare moves to man- 
aged care or not. The system which Medicare uses, the resource- 
based relative value scale (RBRVS), has profound implications in 
the private sector, and decisions that the Congress makes in chang- 
ing the RBRVS system will have major impacts on managed care 
proCTams who pay fee-for-service to the physicians as well as Med- 
icaid plans. 

Let me talk for a moment then about the Medicare RBRVS and 
the impact that has taken place because of the way the volume per- 
formance standard was established. In the Omnibus Budget Rec- 
onciliation Act of 1989, Congress decided to have two separate per- 
formance standards, one for surgery and one for nonsurgery. In the 
Omnibus Budget Reconciliation Act of 1993, we added a third, a 
separate category for primary care. The PPRC has suggested that 
there ought to be one standard. 

The result of having three standards is we believe a distortion 
in the pattern of relative payments. And we have data in the report 
that give you specific numbers about how that distortion has taken 
place, but, in general, there has been a 9-percent relative increase 
for surgical fees compared with other fees beyond what would have 
happened had there been a single standard. 

Now one of the problems here is that there was ve^ high growth 
in Medicare in the eighties on the physician expenditure side. But 
that annual growth in physician expenditures has slowed, maybe 
as a result of Congress’ actions, maybe because of things happening 
in the marketplace. We suspect because of both. But the fact is 
that from 1991 to 1993, the average annual growth in physician ex- 
penditures has decreased to 3.8 percent, average annual increase. 
Now, that has resulted in a larger update than would have other- 
wise been the case, a larger update in physician fees than inflation 
because of the fact that the volume increases were kept to a level 
below that which had existed before. 

There was embedded in the formula for calculating how the up- 
date would be determined a 4-percentage point reduction from the 
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standard, from the performance standard, which has caused there 
to be a potential for a reduction in physician fees that we believe 
was unintended, dramatic, and we think risky for the Medicare 
program. We provide you in our report in chapter 3 an analysis of 
what would happen if we do not change the current mechanism for 
calculating the Medicare volume performance standard, and what 
it boils down to basically is that within 10 years. Medicare would 
be paying less, not corrected for inflation, less than Medicare paid 
at the beginning of the resource based relative value scale system, 
and we do not think that the Congress intended that, but it is em- 
bedded now in the law, this 4-percentage point reduction, and we 
suggest that Congress reconsider this. 

So we have five recommendations on the Medicare volume per- 
formance standards. The first is that we replace the historical 
trends that are used in the volume and intensity calculations and 
this 4-percentage point deduction with real gross domestic product 
growth plus 1 to 2 percentage points that would allow for expan- 
sion of the Medicare program’s payment for increased access to 
technical services and other advances in medical care. 

Second, we recommend that there be a single conversion factor 
and a single performance standard, and if there must be a separate 
standard for the three areas that currently exist, we would suggest 
that they be based on their own trends rather than on a common 
baseline trend in volume growth, and that if there is going to be 
a differential, that differential is in effect for only 1 year. 

Third, we would like to suggest that the conversion factor reflect 
the difference between the actual expenditures and targeted ex- 
penditures that are accumulated since a base year rather than on 
a year-to-year basis. We would also like to suggest that we develop 
a mechanism for shortening the delay between the calculation of 
what the increase in volume has been and the determination of 
what the update will be. Right now it is like being in a shower 
where the lag time between your twisting the dial and the water 
being hot or cold is long, and you know what happens when you’re 
in a shower like that. You twist it a little to the left and you get 
scalded. You twist it a little to the right and you are frozen, and 
you cannot quite get the dial fixed. 

What we are suggesting is that we shorten that lag time so that 
the lag time between our understanding of what the rate of in- 
crease has been and our twisting this dial is shorter so that we do 
not have these wild fluctuations that we think we will have if we 
do not shorten that lag time. 

And third, we would like to suggest that we recognize the fact 
that these fee increases that physicians have had during the past 
2 years are because of the fact that the performance standard was 
met and performance was better than expected, and, therefore, that 
the increases that are greater than the Medicare economic index be 
recognized as a part of what has been described as a deal with phy- 
sicians. If physicians kept the volume and intensity growth lower, 
the fee increases would be increased, and physicians should not be 
penalized for that as we look at rates of increase and expenditures 
in the future. 

And I want to make one more comment about the Medicare fee- 
for-service system, and I also want to let you know that David 
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Colby has joined me. David is one of the senior members of the 
PPRC staff and will be available to help me respond to your ques- 
tions. On the Medicare fee-for-service system, we have always been 
worried that if the gap between Medicare’s payment levels and 
payment levels in the private sector widened too much or for any 
other reason physicians decided not to participate or to provide 
care to Medicare beneficiaries that there would be a problem in ac- 
cess. 

It does not seem that this has happened. Now, the first piece of 
information that we want to let you know is this: That the Medi- 
care payment rate compared to the payment rate for private insur- 
ers seems to have increased. It has increased for two reasons. One 
is that Medicare has been paying more because of this recent in- 
crease in the performance standard-based conversion factor. Sec- 
ond, the private sector has increased its payment levels less than 
it did in the past. In addition, there is a technical adjustment that 
we did to last year’s estimate. So now Medicare is paying 68 per- 
cent of what the private insurers are paying. That is the first fact. 

The second fact that we think is important is that overall access 
to Medicare is pretty good. Only 0.3 percent of Medicare bene- 
ficiaries said they could not get care because they could not find 
a doctor who would accept Medicare. Ninety-three percent of 
charges are on assignment. Eighty-six percent of charges are from 
participating physicians, and 65 percent of physicians participate. 
But it is still of concern to the Commission that Medicare bene- 
ficiaries who are African-American, who live in areas that are 
medically underserved, and people who live in areas of poverty, 
urban poverty, seem to have a lower use of primary care and a 
higher use of emergency rooms, and, in fact, higher mortality rates, 
not all of which can be attributed to the Medicare payment scheme. 
But we are worried that there is a signal that a problem could be 
brewing if payment rates do not allow those individuals to find 
physicians able to provide care to them. 

Now let me turn to managed care. The PPRC, like the Congress, 
is interested in seeing Medicare take advantage of what has been 
happening in the private sector, including in the managed care 
component of the private sector. We believe, though, that the cur- 
rent way of paying Medicare, the way in which Medicare pays 
HMOs, needs to be fixed. The current so-called AAPCC system pro- 
vides payments which in many areas discourage HMOs from taking 
care of Medicare beneficiaries, and in other areas probably provide 
profits that are higher than they need to be. 

We would suggest that the Congress think about a system of 
competitive pricing whereby HMOs would offer a bid to the govern- 
ment and based upon those bids, which would be their minimal ac- 
ceptable rates for which they would care for Medicare beneficiaries, 
a rate would be determined, not necessarily the lowest rate, but in 
order to encourage HMOs who want to provide risk contracts for 
Medicare beneficiaries to offer competitive bids. We believe that 
those who do not come in at or below the accepted bid need to be 
penalized in some fashion by, for example, having to offer the price 
that they put in as their bid rather than the bid that was agreed 
upon by Medicare. 
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Second, we suggest that we blend national and local per capita 
costs if the AAPCC is going to be used rather than having simply 
local per capita costs. We also would like to suggest that there are 
some innovative ways of paying for Medicare beneficiaries and 
HMOs that we ought to consider. One of those is something called 
partial capitation whereby the Medicare program pays the HMO 
not on a fully fee-for-service basis and not on a fully capitated basis 
but some amalgam of the two. It could work in one of two ways. 

For example, it might work as a blended payment. A certain per- 
centage of the payment would be capitated, but then a certain per- 
centage of it would be on a fee-for-service basis so that the incen- 
tives for underservice and overservice could be offset. Another way 
to deal with this proposal is to have a risk corridor so that HMOs 
would be protected against having too much risk that they would 
assume for the Medicare beneficiaries. 

We believe that these models of partial capitation would help to 
make Medicare’s access to the managed care advances more posi- 
tive than they would have otherwise been. Now there is a problem 
with moving toward managed care with Medicare, having to do 
with the way in which the Congress through HCFA pays for grad- 
uate medical education. We have suggested that, because of the 
fact that graduate education payments are embedded in the 
AAPCC because the direct and indirect medical education costs are 
a part of the way of calculating the AAPCC, they have got to be 
unlinked. 

We would suggest, therefore, that the capitation methodology be 
altered so that we remove the Medicare payment to providers for 
medical education from the HMO payment, and a different way of 
paying for medical education be determined. We would suggest that 
the method chosen should encourage HMOs to participate in the 
education of young physicians because we believe that that would 
improve the educational opportunities for young physicians. We 
also are very concerned, as this commission always has been con- 
cerned, about the way in which the DME payments and IME pay- 
ments have fostered an oversupply of physicians in this country. 
We believe that the oversupply of physicians is an inflationary fac- 
tor, and needs to be addressed. We are not convinced as a commis- 
sion that the mechanisms that have been proposed to date will deal 
with this oversupply of physicians in the long term, and we have 
suggested to the Congress in the past and would be pleased to 
work with the Congress in the future to develop ways of dealing 
with this problem. 

Now let me in brief mention a couple of other issues. The first 
is coverage. We believe that Medicare’s methodology for paying for 
new procedures needs to be altered. First, we believe that there 
needs to be a better information system so that Medicare can un- 
derstand better the inconsistencies among its intermediaries and 
its carriers in their decisions about what gets covered by Medicare 
in different areas of the country. 

Second, we believe that Medicare ought to pay up to the stand- 
ard cost of care when a new service is introduced and it is sub- 
stituting for an old service while it is being evaluated rather than 
simply not paying for a new service. We believe that that is injuri- 
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ous to the dissemination of potentially advantageous new advances 
in medical care. 

Third, if the safety and efficacy of a new technology is question- 
able, we believe that Medicare ought to pay only those programs, 
those providers, physicians, hospitals and others, who are partici- 
pating in a serious evaluation of that new technology. 

Finally, if two covered services provide the same level of efficacy 
and the same level of safety, the PPRC believes that Medicare 
should pay the less expensive price of the two services. 

We also have some recommendations with regard to Medicaid. 
We would like to encourage the Congress to continue its encourage- 
ment of the demonstration projects for Medicaid by modifying the 
so-called 1115 waivers to mandate more explicit research in those 
programs but on the other hand consider offering a new waiver au- 
thority to allow State Medicaid programs to use managed care pro- 
grams and to expand coverage to the poor. 

Now I want to emphasize one last issue which i? the use of medi- 
cal practice guidelines. We do not know, nobody knows, why the 
volume and intensity of medical services has fallen, but many phy- 
sicians believe that at least a part of it, a part of this decrease, is 
because of an increased sensitivity of the medical community to 
practice a more cost effective medicine. We believe that the con- 
tributions of both the physician community, the research commu- 
nity, and the Agency for Health Care Policy and Research are very 
important in moving us toward a better understanding of what 
works and what does not work in medical care. We believe that the 
AHCPR, the Agency for Health Care Policy and Research, should 
be encouraged to continue its work on guidelines, to consider ways 
in which it might disseminate guidelines that it develops and oth- 
ers develop to help to build the infrastructure for the continued 
evaluation of safety and efficacy and efficiency of medical care. And 
that the AHCPR continue to work closely with the Congress and 
the administration to improve the quality, the effectiveness and the 
efficiency of medical care. 

Let me just say, Mr. Chairman, that it has been a pleasure for 
me to serve on the PPRC. I am one of the inaugural members of 
the commission, and it was an honor to be able to fulfill the last 
2 years of Phil Lee’s term, and as Mr. Stark said, I have been flat- 
tered by the Congress, by the Democratic majority in the past, by 
the Republican majority now, at the attention and the care with 
which the Congress has communicated with the commission. I 
think that this commission stands for the best in health policy, 
health policy that is based on data, that is based on listening to 
the community, the physician community and the beneficiary com- 
munity, and on relying on an outstanding staff of commission ana- 
lysts, an outstanding group of commissioners, in bringing to the 
Congress what has been, I think, bipartisan, data-based, fact-based 
recommendations, and I am sure that the Commission will con- 
tinue to do that in the future. Thank you. 

[The prepared statement follows:] 
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TESTIMONY OF JOHN M. EISENBERG, M.D. 

PHYSICIAN PAYMENT REVIEW COMMISSION 

Mr. Chairman, I am pleased to be here today to discuss aspects of the Physician Payment Review 
Commission’s 1995 Annual Report to Congress that are of interest to this committee. Two major 
developments set the context for the analyses and recommendations in the report: implementation of 
Medicare physician payment reforms passed in the Omnibus Budget Reconciiiation Act of 1989 
(OBRA89), and the rapid evolution of the health care market from indemnity insurance to managed-care 
products and from solo practitioners to integrated systems of care. These developments will challenge 
the Congress as it seeks to improve performance of the Medicare program and to further policy goals, 
such as containing costs, expanding access, and ensuring quality of care, that affect all Americans. 

The report speaks to these two different but linked agendas. Analyses of Medicare are intended to help 
the Congress understand how federal policy changes are affecting physicians and beneficiaries, to 
investigate how to make changes in Medicare and Medicaid consistent with innovations in the private 
sector, and to pinpoint areas where action is needed. Chapters on payment rates of Medicare and private 
payers, the Medicare risk-contracting program, coverage decisions, and telemedicine specifically consider 
how the program can respond to the changing health care marketplace. 

Several chapters reflect the Commission’s ongoing responsibilities to monitor the implementation of 
physician payment reform- ’These assess the effect of the Medicare Fee Schedule on access to care for 
beneficiaries, consider the impact of the fee schedule on physician practice and payments, and analyze 
the changes needed to make the Volume Performance Staiidards (VPS) system more effective in slowing 
growth in Medicare expenditures to a sustainable level. Policies to enhance states’ flexibility in meeting 
the health care needs of the poor through their Medicaid programs are also considered. 

In response to growing congressional interest in the potential of competitive markets, the report also 
considers the changing nature of health services delivery and its implications for purchasers, providers, 
health plans, and consumers, as well as for the Medicare and Medicaid programs. Chapters on 
relationships between plans and providers, provider-driven integration, network development in rural 
areas, monitoring quality and plan performance, and the changing physician labor market provide 
systematic information about the dynamic forces at work in the marketplace. The relationship between 
delivery system changes and public policy is addressed through chapters on antitrust policies, insurance 
market reform, medical liability reform, and development and use of practice guidelines. 

Because of this subcommittee’s interest in reforming the Medicare program and its concerns about the 
size of the federal deficit, my comments today will focus on the Medicare issues considered in the first 
part of the Commission’s report. In particular, my testimony will touch on three critical issues: 
addressing limitations of the Volume Performance Standard system, improving Medicare’s payment 
policies for managed-care plans, and monitoring access for program beneficiaries, including the 
implications of the differential between the rates paid to physicians by private payers and those paid by 
Medicare. 1 will also briefly touch on two other important issues: making Medicare coverage decisions 
for new services, and development and use of practice guidelines To set the context for these issues, 
1 will begin by outlining the elements of the 1989 reforms, the progress that has been made in meeting 
the policy goals set out by that legislation, and the new challenges facing this Congress. 

Given this subcommittee’s recent hearing on the financing of graduate medical education (GME) and its 
interest in exploring changes in Medicare support for physician training, I would like to take this 
opportunity to remind you of the Commission's work in this area. In our past three annual reports, the 
Commission has provided analysis and recommendations on how Medicare could leverage its GME 
dollars to help achieve broader policy goals. We are now developing a series of options for changes in 
direct medical education payment policy and will assess their effects on numbers of residents, distribution 
by specialty, as well as their impact on different types of hospitals. We have also recommended that the 
capitation payment methodology for Medicare HMOs be revised to remove Medicare payments to 
providers for medical education costs from HMO payments. Instead, separate mechanisms should be 
explored for paying HMOs directly for medical education expenses they may incur in training residents 
or using teaching facilities. We have begun to consult with committee staff to identify options for GME 
reform and will keep them and you apprised as this work progresses. 

Overview of Issues Related to Medicare Physician Payment 

With the passage of OBRA89, the Congress created a new system of Medicare physician payment 
consisting of a fee schedule based on resource costs, limits on the amount physicians may charge 
beneficiaries above the fee schedule amount, and Volume Performance Standards (coupled with expanded 
fiKleraJ support for effectiveness research and development of practice guidelines) to control expendiwre 
growth. This package of reforms built on a series of policy changes enacted since the early 1980s. 
Subsequent legislation in 1990, 1993, and 1994 reaffirmed the direction of these reforms 
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The effects of these changes have been substantial, and many of the policy goals set out in OBRA89 have 
been achieved. The pattern of relative payments has been significantly realigned. Moreover, other 
payers, including private insurers and state Medicaid programs, are adopting Medicare’s relative value 
scale in realigning their own payments. A mechanism was put in place to link fee updates to performance 
in slowing volume growth, giving Medicare a tool to rein in expenditures. Balance billing, the practice 
of charging patients more than Medicare’s allowed charge, decreased dramatically, reversing the trend 
of beneficiaries paying an ever larger proportion of income on out-of-pocket costs. In addition, there has 
been considerable progress in producing and synthesizing information on clinical effectiveness and 
creating tools to improve decisions about appropriate medical care, both by the federal Agency for Health 
Care Policy and Research and by the private sector. 

In hindsight, however, payment reform has not been an unqualified success for several reasons. In part 
this reflects inconsistencies within the policy that resulted from compromises made in crafting the reform. 
For example, distortions in relative values have been reintroduced due to the existence of separate 
Volume Performance Standards for different categories of services: surgical, primary care, and other 
nonsurgical. As a result, the shifts in relative payments accomplished over the past several years will 
likely be reversed unless further legislative changes are made. 

Second, despite progress in slowing the rate of growth in expenditures for physicians’ services, 

there are questions about whether this signals a change in trend or if expendimres will start rising again 
at a rate that is unaffordable. At issue is whether price constraints can hold down expenditures 
sufficiently within the context of a fee-for-service payment structure or whether a more fundamental 
restructuring of the program, consistent with movement in the private sector toward capitated payment 
to organized systems of care, is necessary. 

Third, although changes in physician payment have not diminished access to care, neither have they led 
to improvements for the most vulnerable beneficiaries, including the poor, the disabled, and minorities. 
These populations use fewer physicians’ services, arc more likely to receive care in the emergency room, 
and have poorer health outcomes. Finally, although there is great enthusiasm about progress in 
developing practice guidelines, new directions are needed to ensure that these can be effective tools for 
reducing inappropriate care and encouraging more cost efficient practice styles. 

In addition to these concerns. Congress is also facing new challenges. Although fee for service is still 
the predominant form of payment under Medicare and the option chosen by over 90 percent of 
beneficiaries, dynamic changes in the private sector are creating pressures to shift Medicare’s focus from 
its roots in traditional indemnity insurance to more innovative methods of service delivery and payment. 
At issue is how to maintain Medicare’s commitment to its beneficiaries while taking advantage of the 
benefits that a competitive marketplace may offer. 

In its 1995 report, the Commission presents its ideas about how Congress might address these important 
issues, offering both descriptive analyses and specific recommendations for legislative changes. We 
suggest different strategies for the fee-for-service and managed care sectors, recognizing that, at least in 
the short term, Medicare beneficiaries will continue to be served in both of these settings. In addition, 
where we have made recommendations for immediate changes, we have developed approaches that are 
consistent with the anticipated direction of more comprehensive reforms 

Addressing Limitations of the Volume Performance Standards System 

Medicare’s primary mechanism for addressing expenditure growth is the system of Volume Performance 
Standards. The VPS system serves two purposes. First, it curbs the rise in Medicare spending by linking 
payment levels to the growth in volume and intensity of physicians’ services. Second, it is intended to 
serve as a collective incentive to the medical profession to find ways to reduce inappropriate care, such 
as developing and disseminating practice guidelines that promote cost-efficient practice styles. 
Methodological limitations within the VPS system may, however, prevent it from working as intended. 
The Commission has some specific suggestions on how to fix these problems. 

Given pressure to find additional Medicare savings, the Congress may be inclined to achieve the savings 
by making adjustments to the VpS default formula, (t is the Commission’s view, however, that the 
technical problems should be corrected first in a budget-neutral manner. Then an across-the-board cut 
in the Medicare Fee Schedule conversion factor could be considered as a means of budget savings. 
Before explaining these issues, it may be helpful to describe the experience with the VPS. 

Experience with Volume Performance Standards. The VPS system is used to determine updates 
in the conversion factors for the Medicare Fee Schedule. Under OBRA89. performance standards 
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(essemiaily target rates of expenditure growth) are to be set annually either by the Congress after 
consulting with the Commission and the Secretary of Health and Human Services or by a default formula 
specified in law. In fact, the default formula has been used in most years. Payment rates are then either 
reduced or increased two years later as acmal expenditure growth exceeds or falls below these standards. 
Performance standards were first applied to physicians’ services in 1990; conversion factor updates based 
on how well physicians met these standards were first applied in 1992. 

Although the Comitiission had recommended a single performance standard, OBRA89 created a system 
with two: one for surgical services and one for nonsurgical services. A third standard (primary care) was 
added under OBRA93 in response to concerns that growth in volume for technical procedures in the 
nonsurgical service category was depressing fee levels for primary care. Even though this has resulted 
in larger conversion factor updates for primary care than under the two standard system, the existence 
of more than one standard has resulted in distortions in the patterns of relative payment, the very problem 
the Medicare Fee Schedule was intended to correct. 

After extremely high growth during the early 1980s, annual growth in expenditures for physicians’ 
services has slowed considerably relative to the historical trend. Between 1991 and 1993, estimated 
expenditure growth slowed to an average annual rate of 3.8 percent, primarily as a result of sharp 
decreases in growth in volume and intensity. As a result. Medicare conversion factor updates for 1994 
and 1995 were much larger than had previously been anticipated. 

The reasons for this slowdown in growth are unclear as are the prospects for its continuation.' The 
slowdown may reflect secular changes in the practice of medicine. For example, growth in technologies 
introduced during the mid to late 1980s (such as cataract surgery and magnetic resonance imaging) has 
slowed. In addition, practice styles may be becoming more efficient as a result of the increased 
penetration of managed care. Others suggest that low volume growth in recent years merely reflects its 
inherent volatility. In fact, the trend probably reflects a combination of these factors. 

Recommendations for Change. The current 'VPS system has several flaws. First under OBRA89, 
performance standards are determined in part by the historical trend in volume growth. At the time the 
law was written, historical trends were viewed as including some amount of inefficiencies and 
inappropriate care and therefore a decision was made to reduce the performance standard accordingly. 
Initially, deductions of one half of a percentage point were taken from the standard, phasing in over time 
to 2 percentage points. Under OBRA93, the deduction was increased to 4 percentage points. 

The problem is that this deduction is now permanently embedded within the default formula and applies 
even as the 1991 to 1993 growth rate is the lowest two-year growth rate since 1985 In effect, the 
formula demands that however well physicians did in meeting the previous standard, they must reduce 
volume by an additional 4 percentage points each year or pay a penalty in reduced fees. Clearly, it is 
impractical to expect that physicians will continue to achieve such reductions year after year. 

The combination of the 4 percentage point deduction enacted in OBRA93 and a lower than anticipated 
volume growth rate may make it extremely difficult to get additional savings by reducing physician 
payment. Since it is unlikely that volume growth will fall 4 points below current levels, reductions in 
fees are already anticipated to begin in 1997 and continue through 2005. In fact, projections suggest that 
within the next ten years, the conversion factor could fall below $3 1 , its level when the Medicare Fee 
Schedule was implemented in 1992. 

The bottom line is that changes in the VPS default formula are urgently needed. To address this 
problem, the Commission recommends replacing the current formula (historical trend in volume and 
intensity and a 4 percentage point deduction) with a formula linked to the projected growth of real gross 
domestic product (GDP) per capita plus I or 2 percentage points to allow for advancements in medical 
capabilities. This would permit a reasonable rate of growth that is affordable over the long term and 
reflects changes in medical practice or in the economy as a whole. 

The Commission also recommends two additional changes to limit further distortions in relative payments 
and to improve accuracy and accountability within the system. First, because the existence of three 
performance standards is introducing serious distortions in payment rates, separate performance standards 
and updates for categories of services should be replaced with a single standard and conversion factor 
update. If separate standards are retained, they should be based on the trend in volume growth for each 
category as required by OBRA90, and differential updates should be in effect for one year only. As long 
as you have differential updates and allow the differences to be built into the baseline, you will distort 
relative payments. 
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Second, conversion factor updates should reflect con^arisons of total actual expenditures with total 
target^ speiHflng accumulatwi since a base year. This method can be likei^ to a banking mechanism 
that maintains a running balance across all of the years since the account began. Under current policy, 
a performance standard is set in one year, and then two years later, adjustments to the conversion factor 
are made to bring spending back to target levels. Any shortfalls and surpluses in spending that accrue 
over the intervening two years, however, are not captured. A revised policy, establishing a cumulative 
VPS, would address this shortcoming, recouping the excesses or shonfalls and making adjustments to the 
conversion factor that keep total Medicare spending for physicians' services within its budget targets. 
This policy should orUy be considered, however, if the Congress also adopts the single performance 
standard and update, and the performance standard is linked to growth in GDP. 

If Congress adopts this recommendation for a cumulative VPS, it should also adopt two companion 
policies to ensure that there is full accountability for total Medicare expenditures for physicians’ services 
and that annual conversion factor updates are relatively stable and reasonable. First, it should develop 
a new default formula for the conversion factor update that would reduce volatility, either by shortening 
the delay before the update is set, or by incorporating a "smoothing adjustment." Limits on the size of 
both reductions and increases should be established to lessen the volatility of fee increases and reductions. 
Currently, updates are limited to a 5 percentage point penalty if actual expenditure growth exceeds the 
performance standard by more than 5 percentage points. No comparable limit constrains the size of 
increases. Symmetric limits of 5 percentage points should be used to prevent extraordinarily high 
increases as well as reductions. Second, the performance standard for the first year under the new 
m^od should also allow for previous fee increases in excess of the Medicare Economic Index. 
Otherwise, the revised policy would count the fee increase as excess spending (rather than the result of 
previous expenditures falling below the standard) and recapture it through a reduction to the conversion 
factor, For example, if this revised policy were implemented in 1996 without this allowance, physicians 
would face four years of a 3 percent fee reduction just to repay the 1995 fee increase. 

Managed Care 

As the health care system has moved toward managed care and integrated delivery systems, both the 
willingness of health maintenance organizations (HMOs) to participate in the Medicare program and 
beneficiary enrollment in these plans have increased. Currently about 9 percent of Medicare beneficiaries 
are enrolled in HMOs, up from 7 percent in 1993. Enrollment rates vary considerably across the 
cournry. with higher rates tending to occur where commercial HMO penetration is high. About 75 
percent of cnrollees are in HMOs with risk contracts which are paid on a per capita basis; the rest are 
in plans with cost contracts that are paid based on reasonable costs. 

Further expansion of managed care within the Medicare program will depend upon the capacity of HMOs 
to accommodate elderly and disabled patients, plans’ willingness to do business with the program, and 
beneficiaries’ willingness to receive care under these arrangements. Inadequacies in the current payment 
method have impeded plans’ participation in Medicare. Changes in this methodology are needed and 
should be considered a first step in encouraging a more substantial role for managed care within 
Medicare. Tlie Commission has made a number of recommendations in this area which would enhance 
program performance and help Medicare capitalize on innovative changes in the health care market. 

Issues Identified. Inadequacies of the current Medicare payment policies have created problems of 
limited HMO participation, low beneficiary enrollment rales, and higher costs per enroUee than their fee- 
for-service costs would have been. These payment problems include: 

• payment rates that are tied to Medicare fee-for-service expenditures, so that low HMO 
costs do not result in savings for Medicare; 

• wide geographic variation in payment rates due to local variations in fee-for-service 
patterns of use; 

• volatility of county-ieve! payment rales, particularly for those with small Medicare 
populations, 

• inadequate risk adjustment methods; and 

• unrestricted movement between risk and cost contracts, resulting in HMOs with risk 
contracts attracting patients with less expensive patterns of use. 

In addition, the current enrollment policy with its lack of coordination in eorollmem periods may have 
contributed to low enroUmeni arsi risk selKiion. The Commission is recommending that a more 
structured enrollment process be established that provides for coordinated open enrollment periods trKl 
furnishes beneficiaries with objective, comparative information to allow them to make informed choices 
for HMO enrollment. Permitting beneficiaries to disenroll at the end of any month allows individuals 



15 


to leave managed care plans when they require more services. This policy should be reevaluated, 
weighing benefits of reducing opportunities for risk selection by locking beneficiaries in over a longer 
period against the risk of beneficiaries being unable to "vote with their feet" in response to poor service 
and quality. 

In the Commission’s view, the first step in expanding managed care should be improving payment policy 
for risk contracts by correcting flaws in current capitation rates (referred to as adjusted average per capita 
costs or AAPCCs). If Congress fails to address these problems, a greater role for managed care will not 
necessarily lead to cost savings. Building upon this foundation, additional managed-care choices (such 
as Medicare SELECT and other preferred provider or point-of-service options) could be expanded. In 
addition, other approaches that would create competition among both fee-for-service and managed-care 
options within Medicare could also be explored. 

Capitation payment rates should be improved so that they (1) cover costs of an efficient HMO, (2) are 
better adjusted for risk selection, and (3) are predictable from year to year. The Commission suggests 
two approaches for improving capitation payments: competitive pricing methods and refinements to the 
current AAPCC geographic adjustment method. Because competitive pricing would be effective only in 
markets with multiple HMDs, both approaches are needed in the short-term. Also important is the need 
for payment adjustments that mitigate the financial impact of adverse risk selection (having a patient 
population with higher than average health care use) and reduce the incentives for HMDs to select good 
risks. Given the inadequacies of current risk adjustmeru methods, partial epilation methods that base 
HMO payment partly on a capitation rate and panly on actual experience could also be tested. Each of 
these is discussed below. 

Competitive Pricing. Competitive pricing would uncouple HMO payment rates from Medicare fee- 
for-service expenditures, using market mechanisms to establish payments that reflect the costs for an 
efficient HMO. The process could work as follows. First, HMDs meeting the qualifying conditions for 
risk contracts would submit offers of the minimum payment rate they would be willing to take. Then 
the Health Care Financing Administration (HCFA) would establish a payment rate based on the bids 
submitted. To create incentives for plans to bid low, plans that bid higher than the final rate should be 
penalized, perhaps by requiring these plans to charge the balance of their bid to beneficiaries in the form 
of premiums. 

Whether Medicare would save money from using competitive bidding would depend upon how the final 
payment rates established from the bidding process compare with the level of the AAPCCs in those 
markets. Because it is not clear how competitive bidding might affect Medicare costs, some have 
proposed using payment limits. One approach would be to use the national average per capita cost as 
an upper limit. (This rate should be adjusted for local input prices and possibly for some variation in 
service use.) Such an approach is noi an ideal one, however, because it would reintroduce the very 
problems that competitive pricing was intended to correct and distort competition by preventing the 
established price from reflecting local market conditions. 

To enhance prospects for successful implementation, the Conunission recommends that HCFA be given 
sufficient authority and flexibility to introduce competitive bidding in markets with the best chances for 
success (e.g., those with high HMO penetration) and gradually increase the number of markets as 
competitive conditions change. 

Refinements to the AAPCC Geographic Adjustment Method. Because competitive pricing would 
be effective only in competitive markets, there will continue to be a need for the AAPCCs or some other 
form of administered payment rates in the foreseeable future. AAPCCs also might be used during an 
interim period in locations designated for competitive pricing, until the new method was ready to 
implement . 

Adjustments are currently made for differences in costs across geographic areas by taking the ratio of 
county-level per capita costs to the national average. This method is flawed because it establishes 
payment rates that are unstable over time and are susceptible to extreme geographic variation in service 
use patlems. It also creates an incentive for HMOs to choose to serve those counties within their service 
area with the highest payment rates. 

Theoretically, geographic variation could be addressed by making payment adjustments that recognize 
input price factors that HMOs cannot control, such as local wage rates, and the portion of service use 
variation that is attributable to differences in health status. The current AAPCC reflects all service use 
variation, a portion of which reflects service underuse or overuse, and we are not able to measure the 
individual components accurately. Until more direct measures are developed, the Commission 
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recommends that a blended AAPCC be used, which is a weighted average of the AAPCC and the national 
average per capita cost (USPCC) adjusted for local differences in Input prices. 

To reduce payment volatility, two possible approaches are suggested. The first is to define geographic 
areas with larger Medicare populations, to obtain a more stable base of health care expenditures for 
calculating AAPCCs. The second is to use a statistical technique (called a shrinkage estimator) to 
establish county-level payment rates that arc based partly on the county’s AAPCC and partly on the 
payment rate for a larger area that contains the county. 

Partial Capitation. When an HMO assumes full risk for its enrollees' health care costs under 
capitation, its financial results could range widely from large gains to large losses. Partial capitation 
would minimize these potential swings by having Medicare share risk with HMOs that had losses or gains 
outside specified thresholds. Two different partial capitation methods could be used (1) blended rates 
based on a weighted average of a capitation payment and fee-for-service payment for actual health care 
services provided, using existing Medicare payment rates, and (2) risk corridor payments that would 
adjust capitation rates in proportion to an HMO’s net financial gains or losses exceeding established 
thresholds. 

Despite its promise, partial capitation could be di^icult to administer. Before using this method widely, 
therefore, demonstrations are needed to test different models and their data requirements for HMOs, and 
to develop needed information for setting risk thresholds and risk sharing percentages. 

The Role of Cost Contracts. Cost contracts have long been made available to HMOs that do not 
want risk contracts. While this flexibility has ensured that a range of options is available to Medicare 
beneficiaries, it has also contributed to favorable selection for risk-contracting HMOs with increased costs 
to Medicare. In markets where compeiiiive pricing or partial capitation are implemented, limits should 
be placed on the use of cost contracts. 

Coverage Decisions 

The repon also considers the processes Medicare uses to determine coverage for new technologies and 
treatments, decisions which ultimately affect the cost and quality of care available to its beneficiaries. 
Medicare, like all health plans, has been grappling with coverage issues, such as the exclusion of 
experimental treatment and the role of information about cost and comparative efficacy of alternative 
treatments. Because most Medicare coverage decisions are made by carriers, they are often inconsistent. 
In addition, critical information to assess new technologies is often lacking. 

The Commission recommends that Medicare take the initiative in addressing these difficult issues, setting 
an example for other payers. U has some advice for steps HCFA should lake to reduce variation in 
coverage decisions. It also proposes a series of options for provisional coverage to balance the desire 
to provide access to new promising technologies with the need to evaluate their benefits and safely in 
high-quality clinical studies. 

Access for Medicare Beneficiaries 

As the Medicare Fee Schedule nears full implementation, access to care remains good for most Medicare 
beneficiaries. Few beneficiaries have had trouble getting care and most are satisfied with the care they 
receive. In addition, physician participation in Medicare continues to grow. Finally, there has been no 
systematic drop in service volumes where Medicare payment levels have been reduced since 1991. 

Vulnerable populations who experienced restricted access prior to payment reform, however, continue 
to face barriers to care. Beneficiaries who are African American or who live in both urban poverty areas 
and urban Health Professional Shortage Areas have access problems including low use of primary care 
services, high use of emergency rooms and hospital outpatient departments, and high monality rates. 

The range of access problems experienced by these individuals suggest that a multipronged approach must 
be pursued to maintain and expand service delivery for underserved Medicare beneficiaries. These 
approaches cover a broad range of policies including ensuring the appropriate number and distribution 
of health professionals; paying providers, including qualified nonphysician health professionals who serve 
these beneficiaries; and making certain that these beneficiaries have access to new health care delivery 
systems. 

Also of concern to the Commission is the gap between Medicare and private payer rates. If Medicare 
rates fall loo far below private sector levels, physicians may be less likely to serve Medicare 
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beneficiaries, limiting their access to care. Even if Medicare payments cover the cost of care, physicians 
may prefer to accept patients with private insurance over those with Medicare. 

Medicare’s 1995 payment rates are projected to be 68 percent of private rates, averaged across indemnity 
and managed-care payers. In its 1994 annual report, the Commission estimated that Medicare’s 1994 
rates were 59 percent of the average private insurers’ rates. Five percentage points of the difference 
between the 1994 and 1995 estimates are due to using more recent data for 1994 showing a reduction in 
inflation of private payment rates after 1991, and including a correction for HMO payments. Thus, a 
more accurate 1994 estimate would be 64 percent. The previous estimate of 59 percent is outdated and 
should no longer be used. The remaining 4 percentage points of the difference between the 1994 and 
1995 estimates is the result of the high 1995 Medicare fee update. 

The Commission has found no evidence chat the current gap is causing an access barrier. It is possible, 
however, that a substantially larger gap could affect physicians' willingness to treat Medicare patients, 
but the point at which that might occur is unclear. 

Development and Use of Practice Guidelines 

Because the quality of care provided to Medicare beneficiaries, as well as to the general population, 
depends upon the availability of information to physicians on best practices, the report includes analyses 
and recommendations to facilitate use of practice guidelines to reduce uncertainty and promote cost- 
efficient practice. Mere dissemination of guidelines is insufficient; appropriate incentives and 
implementation in an environment that supports their use is also critical. 

Given significant activity in both the public and private-sectors in this area, the Commission has some 
specific recommendations to build on and strengthen the role of the Agency for Health Care Policy and 
Research so (hat its activities complement and support those in the private sector. It should facilitate 
guideline development and use by (1) publishing and updating summaries of scientific evidence on salient 
medical conditions and services, (2) coordinating a public-private partnership for developing a 
clearinghouse to evaluate and disseminate guidelines, and (3) strengthening the research infrastructure 
needed to improve guideline development and use. 

Looking Ahead: Medicare and the Market 

The Commission’s report also provides some advice to the Congress about the role of Medicare in the 
changing health care market. It is important to recognize that as a public entity, Medicare faces 
significant handicaps in keeping up with the pace of change in the health care market. What employers 
can accomplish through contracting and negotiation, the Medicare program must do with the much slower 
processes of legislation and rulemaking. Where employers can restrict choice of insurer or institute 
significant financial incentives for cost-conscious choices, the Medicare program has historically 
maintained beneficiaries’ fteedom of choice of provider and has had more limited influence in 
encouraging beneficiaries to use managed-care systems. 

While these aspects of the Medicare program make it slower to respond to the changing market, they 
serve as a significant protection for Medicare beneficiaries. These protections are especially important 
for the elderly and disabled, many of whom have both substantial health care needs and longstanding 
relationships with particular physicians. The challenge that lies ahead will be to accelerate use of 
managed-care providers while preserving beneficiaries’ access to high-quality care. 

Medicare cannot remain unchanged if the markets and organizations with which it deals are evolving 
rapidly. Given the growth in managed-care organizations. Medicare currently risks becoming the last 
large fee-for-service program with unrestricted choice of physician. As a first step, the Medicare 
program might assess ways to monitor developments in the market over lime. Markets may continue to 
change at a rapid pace, and Medicare needs to be able to adapt to both the current state of affairs as well 
as to any trends that are expected to continue. 
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Chairman Thomas. Thank you, doctor. You can be assured that 
we will make sure that it continues in the nonpartisan fashion that 
it has in the past. In addition to that, the second half of your testi- 
mony was almost a review of the recent hearings that we have had 
over the question of medical education payments, methods of pay- 
ments, new procedures, and especially in the medical practice 
guidelines. We look forward to exploring in more depth those par- 
ticular areas which clearly will lead us to not only reviewing but 
changing the way in which practitioners are compensated. The gen- 
tleman from Nevada will inquire. 

Mr. Ensign. Thank you, Mr. Chairman. Dr. Eisenberg, I want to 
explore a little bit on what you talked about with the HMOs and 
putting this out to competitive bid. You talked a little bit about 
having a blend between capitation and fee-for-service. I just want 
to have you explain that a little further because the argument obvi- 
ously against HMOs in this area would be that especially on a com- 
petitive bid, there would be incentive for them to deny services. So 
explain exactly how you think that that would work where you 
would not have that incentive to just deny maybe unnecessary 
service, as least as far as the physician and the patient feels is nec- 
essary where the HMO does not feel that it is necessary. 

Dr. Eisenberg. Right. Right. Well, let me explain the theory, 
and then we can talk about how it might be implemented. The the- 
ory is that there is some equilibrium between paying the capitation 
rate that would give the HMO a certain amount for taking care of 
a patient for a year, and a fee-for-service rate which would pay for 
the services provided. And that some balance of the two would, as 
you point out, offset those two competing incentives. We do not 
know what the right percentage is. We do not pretend to know 
what the right percentage is, and we joke with one of our commis- 
sioners who is an economist who has done work in this area that 
it is typical of economists who say that they can come up with an 
idea in theory. Now let us just go see if it works in practice. 

But we believe that this is a promising idea that we ought to try, 
and I would not pretend to be able to tell you what percentage it 
ought to be, but let us say it is 75 percent capitation and 25 per- 
cent fee-for-service. The advantage is that the HMO would then be 
able to be paid extra, if it happens to have a substantial number 
of very sick patients, we believe that that would reduce the aver- 
sion to taking high-risk patients. On the other hand, it does not en- 
courage the HMO to churn patients and to see more of them. 

It does present a serious problem in terms of data because it does 
require that the managed care organization collect data on utiliza- 
tion of individual services that some of them do not currently col- 
lect because they do not have to since they do not deal with fee- 
for-service medicine, but we would be happy to work with the Con- 
gress to think about some of the details. Our sense is that perhaps 
some demonstration projects first might be tried but then that we 
might move forward if they were to work. David, do you want to 
add to that? 

Mr. Colby. No. 

Mr. Ensign. What we are looking at here with the whole health 
care reform debate is the graduate medical program, the physician 
payments, and hospital payments. It seems to me that we are com- 
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ing up with government solutions to government problems, and 
that because the government was so heavily involved in all of this 
in the first place instead of the market forces we are having to 
have very burdensome and complex government type problems 
where the marketplace without so much government involvement 
seems to be much more efficient in other areas of our economy at 
solving some of these problems. Your comments? 

Dr. Eisenberg. You are right that a part of the problem that we 
have with the large number of residents is because the mechanisms 
whereby Medicare has paid for graduate education have encour- 
aged hospitals to increase the number of residents, and a substan- 
tial number of them are residents who did not go to U.S. medical 
schools but will stay in the United States afterward. So you are 
right. In some ways this was a government problem or government 
induced problem. Your question effectively is “Will the marketplace 
or could the marketplace solve this problem?” I think you have to 
divide the marketplace into two different markets. One is the mar- 
ket for physicians. The market for physicians does seem to be 
changing. Primary care physicians seem to be more in demand. 
Subspecialists and other specialties seem to be in less demand, and 
yet we still have threefold differences and there are three- to four- 
fold differences in their average income. We are looking at changes, 
but the amount of change that we would have to have in order to 
equilibrate the different incomes would have to be much more sub- 
stantial than what we have seen. 

There are many people who are skeptical that the market alone 
will solve that although it is addressing that problem. I think more 
problematic is the market not for physicians but the market for 
residents. The market for residents is such that the residents in 
the specialties that are relatively undersupplied will by and large 
will be the least attractive residents for the training programs, es- 
pecially if hospitals continue to be the major site for education. 
This is because those residents are mostly working in ambulatory 
or should be working in ambulatory settings, not providing service 
in the hospital, and we are convinced as a commission, and I am 
even more convinced as an individual, that the market will defi- 
nitely not solve the problem of the market for residents. There will 
also continue to be inflationary incentives for hospitals to continue 
to recruit individuals to work in this country and then to poten- 
tially stay in this country. 

We are one of the few countries in the world that allows as many 
individuals to train as we do, and it causes problems for other 
countries, brain drain problems for other countries as well. So my 
response to your question is, yes, the market might help us with 
demand for physicians, and that might influence American medical 
school students in which specialty they enter. It will not address 
the problem of the excessive number of residency positions, in my 
opinion. I do not think that weighting will make a big difference. 
I do not think that freezing the number of years of training at 3 
years will make a big difference. I think that this is not just a gov- 
ernment problem created by government decisions. It is a national 
problem, and I am personally not convinced that the marketplace 
will solve it by itself. 

Mr. Ensign. Thank you, Mr. Chairman. 
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Chairman Thomas. The gentleman from California will inquire. 

Mr. Stark. Thank you, Mr. Chairman. John, you went over this 
in your statement, the issue of Medicare reimbursement as com- 
pared to private reimbursement. And I come back to that with you. 
Were you suggesting that currently Medicare is no longer in the 
fee-for-service structure the lowest payer in time? Is that what you 
were getting at, suggesting that you saw the changes in the way 
the reimbursement structure is as between the private and Medi- 
care? 

Dr. Eisenberg. Well, the direct implication of our comment is 
that the gap between Medicare payments on average and private 
payment on average is narrowed. We have not looked at whether 
or not Medicare is the lowest payer in town, but we do know from 
reports that we have had that in many parts of the country Medi- 
care is not the lowest payer in town. That, in effect, the conversion 
factor is lower in some parts of the country than the private sector. 
What we know as a commission is that in almost every State, Med- 
icaid is lower than Medicare. 

Mr. Stark. Yes. 

Dr. Eisenberg. So Medicare has not been the lowest payer in 
town for a long time. Medicaid has. 

Mr. Stark. Excuse me. I guess I should leave Medicaid out. The 
question is that whether or not with the growth in many areas of 
managed care plans, whatever, however you care to define those, 
that the savings has largely been borne by the providers who have 
been bargained down, if you will, by the large purchasers. 

Dr. Eisenberg. Right, 

Mr. Stark. And that as a result, the physician’s fees paid by the 
major insurance companies are often lower than those fees now 
paid by Medicare. 

Dr. Eisenberg. Right. 

Mr. Stark. Is that a fair assessment of what you are suggesting 
to us? 

Dr. Eisenberg. Yes. I think it is important to distinguish the im- 
pact of managed care in two different ways. One is that many man- 
aged care programs offer integrated systems of care, coordinated 
care. Some simply negotiate prices with physicians. And those price 
discounted HMOs are, I think, the ones that are bringing in some 
areas the price below that for Medicare, and that is what the mar- 
ket will bear. 

Mr. Stark. We are going to hear today from a variety of groups, 
pros and cons on the three existing volume performance categories, 
if you will, and also some questions about how we calculate the 
component for overhead. My own sense is that those pros and cons 
will largely be driven by the presumed increase or reduction in 
payments for overhead or payments for fees. Is there anything else 
in that argument that I am missing? In other words, I am sure 
that those who think their fees will go up if we go to a blended pay- 
ment volume performance group will be for it. Those who think 
they will lose money will be against it. And the same thing. Those 
who suspect that their overhead payments would go down will op- 
pose it, and those who think they can squeeze a little more over- 
head payment out of us will support the change. Am I missing any- 
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thing else in there other than a pretty straight economic relation- 
ship to the support or opposition of these changes? 

Dr. Eisenberg. Well, I think you are right. To some extent, this 
is a pie that is going to be divided up among the various types of 
physicians, and I think we will see the forces that you are describ- 
ing as we talk about whether or not there ought to be separate 
standards, separate performance standards. But the other part of 
this problem that we have addressed, which is embedding the 4- 
percentage point reduction into the VPS, affects all physicians. So 
it really does not matter which group you are in for that factor. 

Mr. Stark. Just one final question. One of the things we consid- 
ered long and hard was how you divide up whether it should be 
by specialty, and the only reason really we did it was the AMA 
fought us and some of the good specialists helped us on the condi- 
tion that we would mve them separate payments, which is all right 
with me. But one of the things that has not come back for discus- 
sion is the issue of doing this State by State, and, in effect, region- 
alizing it. Practice habits are different, we find, State by State any- 
way. Is there any reason that we could not turn this over in a 
sense to the State medical associations or some other group, and 
do it regionally? Is this something that you have no longer consid- 
ered in your performance standard groupings? 

Dr. Eisenberg. Well, it is interesting that you bring that up be- 
cause there is a table at the beginning of the PPRC report in which 
we describe some of the reasons why we needed reform in the first 
place, and one of the reasons we needed reform was because of ex- 
tremely disparate payment rates across different parts of the coun- 
try that you could not explain except that they were embedded in 
history. And our sense was that one of the important contributions 
that tne Congress made in 1989 was in developing a national fee 
schedule so that those unexplained differences across States or 
across remons could be eliminated. 

Since then we have worked with you to try to figure out if there 
are justifiable differences based upon the cost of living or based 
upon the cost of practice in different areas, and we think that that 
is appropriate. In general, as the commission looked at this issue 
when we first dealt with it, our sense was that there are certainly 
regional differences in practice patterns, but that by and large the 
practice of medicine is a national phenomenon. 

And the literature that guides practice is a national phenome- 
non, and we did not think that it would be wise to have different 
payment schemes State by State. And a second issue is that there 
is a need for a database in order to guide the Congress in deter- 
mining how these updates ought to be calculated, and the best 
database that we have now, in our opinion, is the Medicare 
database and it has improved substantially over the past several 
years. Now that could be divided up State by State, and you could 
give each State their data, but we think that it has been a major 
advantage to be able to have a national database that we can use. 

Mr. Stark. Thank you. Thank you, Mr. Chairman. 

Mr. Ensign [presiding]. The gentleman from Texas, Mr. Johnson. 

Mr. Johnson. Thank you. Well, 1 do not like your idea that it 
is a national problem, and it tells me that you think you can say 
more about how medical care is delivered in this country than the 
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doctors on the local scene can, and I am appalled that you are say- 
ing that quite frankly, but I am glad that you are considering some 
sort of regional program, and I tnank the gentleman from Califor- 
nia for bringing that up. I would like to ask you did the PPRC rec- 
ommend increasing the deduction to 4-percentage points originally, 
and where did that proposal come from, and what was the ration- 
ale behind it? 

Dr. Eisenberg. Well, first let me respond to the first part of your 
comment. I want to discriminate between two different issues, and 
my response about a national problem was addressing the work 
force issue, that I believe that the work force problem, the surplus 
of physicians and the surplus of many specialists, is a national 
problem. 

Mr. Johnson. Well, does that mean, if I can interrupt you, that 
you are going to tell the States and the State schools how many 
doctors they can put in training each year because it is a State- 
defined problem, is it not? 

Dr. Eisenberg. Right. Well, that is exactly the problem. The 
problem that we have is not the number of medical students in 
training in the United States. The problem that we have is the 
number of residency positions that we and our hospitals pay for, 
which is 140 percent of the number of U.S. graduates. My con- 
cern — now I will speak as an individual — my concern is that we 
deny some American students the opportunity to go to medical 
school. There are not slots in medical school for them, but there are 
plenty of residency positions for people other than U.S. graduates 
to do residencies and then practice medicine in this country. And 
I think your point is well taken. 

Mr. Johnson. Well, are you suggesting then that we try to stop 
aliens from coming in or immigrants of any sort 

Dr. Eisenberg. It is not an issue 

Mr. Johnson [continuing]. Until we can resolve it locally? 

Dr. Eisenberg. I think that we ought to have a limit on the 
number of residency positions in the United States. 

Mr. Johnson. Well, why do you not make that recommendation? 

Dr. Eisenberg. We have. We made it last year. We made it the 
year before, and we stand behind that recommendation that there 
ought to be a limit to the number of residency positions that are 
funded. 

Mr. Johnson. An immigration policy, so to speak? 

Dr. Eisenberg. Well, your point was earlier that we have a Fed- 
eral problem because of some Federal mistakes that were made in 
the past. 

Mr. Johnson. Right. 

Dr. Eisenberg. Im agreeing with you that this is a phenomenon 
that was created by Federal policy, and I think we can address it 
by Federal policy. The other issue has to do with practice patterns. 
I could not agree with you more that the right way to influence 
physicians’ practices is at the local level, but I think you will hear 
from all the national organizations who will follow me today that 
local physicians will be able to influence each other best if they 
have good solid research data from the Federal Government and 
from their national professional societies that help them to teach 
each other at the local level. That is why I think it is a national 



23 


issue. Each individual doctor and his colleagues are not going to be 
able to do the research on what works and what does not. They 
need the government and they need their professional associations 
to help them with that. 

To the point of the 4-percentage point reduction, that was a deci- 
sion which was reached for budgetary reasons. That is my under- 
standing, and it was not based on a recommendation from the Phy- 
sician Payment Review Commission. In fact, our hope was that the 
Congress would make decisions on a year-by-year basis which were 
based upon the rate of growth and what the Congress felt was af- 
fordable rather than getting locked into a formula that would tie 
the hands of the Congress in terms of the amount of growth that 
it thought would be justified. 

Mr. Johnson. Well, are you saying that that was not based on 
empirical data then? 

Dr. Eisenberg. The 4 percent. No, I suspect 

Mr. Johnson. It was just an out of the air number? 

Dr. Eisenberg. I think at the beginning it was better than out 
of the air because of the rate of growth in physician services was 
perceived to be intolerable. And something had to be done to get 
it down, and I think you did what needed to be done to get it down. 
Now we are locked into a default formula which ties us to a solu- 
tion for a problem in 1989 that does not seem to be a problem in 
1995. 

Mr. Johnson. I got you. Thank you for your comments. 

Dr. Eisenberg. OK. 

Mr. Johnson. Thank you, Mr. Chairman. 

Mr. Ensign. The gentleman from Maryland, Mr. Cardin. 

Mr. Cardin. Thank you, Mr. Chairman. Dr. Eisenberg, let me 
join my colleagues on tne committee in congratulating you for your 
service on the commission and the help that you have been not 
only to the committee and Congress but to this Congressman’s of- 
fice in supplying information that has helped us in dealing with 
our responsibilities here. You will be missed. 

You have also, I think, pointed out over the time that you have 
been with the commission the fact that the philosophy of just dis- 
counting rates and that Medicare trying to get the lower rate in 
and of itself is not going to save costs for the Federal Treasury, 
that we need to take a look at more sophisticated ways. I come 
from Maryland, as you know, and we do not believe in discounting 
rates for hospitals. We believe that we can save money by review- 
ing and managing utilization and other ways rather than trying to 
get discounts or allowing different entities, including the Federal 
Government, to get discounts. 

So we need to take a look at other methods and you have been 
helpful to me and to the committee in looking at how to achieve 
that. I wanted, though, to change gears a little bit. In your testi- 
mony, you deal with a problem that evidently has now surfaced in 
Maryland with clinical trials and the need for Medicare to allow 
beneficiaries to benefit from clinical trials and new technology. I 
have heard from Johns Hopkins that they no longer are going to 
include Medicare beneficiaries in clinical trials for cardiac devices 
because of a recent change in the interpretation of Medicare’s cov- 
erage rules. 
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I am wondering whether your commission has made any deci- 
sions as to how we could modify the Medicare rules to make sure 
that Medicare beneficiaries will not be discriminated against by 
being excluded from these very important types of new tech- 
nologies? 

Dr. Eisenberg. Right. We have recommended to you in what is 
chapter 6 of this year’s report some specific ways in which we be- 
lieve that you can assure that both Medicare beneficiaries will have 
access to trials and that the Medicare program can help to foster 
appropriate evaluation of medical services. So what we have sug- 
gested is that when a new service is being evaluated that Medicare 
should pay up to the standard amount of care that would be pro- 
vided for that patient in the normal setting, and the fact that the 
patient gets an experimental treatment should not nullify the en- 
tire cost of care that Medicare would reimburse. 

And second, we would like to encourage the Medicare program 
to work with what might be considered centers of excellence or cen- 
ters where evaluation can be carried out so that new technology 
gets evaluated quickly with large numbers of patients so that we 
understand quickly what the safety and efficacy of those services 
are. By doing that, we believe that we can avoid the current situa- 
tion which is sort of akin to a dam breaking, that for awhile nobody 
pays for a service and then all of a sudden Medicare pays, but in 
a somewhat indiscriminate fashion, for the service anywhere by 
any physician in any hospital. 

We believe that what ought to happen is, and this is my analogy, 
not the commission’s, but that the dam ought to let the water out 
in a more controlled fashion so that we can be sure that as the new 
technology is disseminated, it is disseminated in an appropriate 
way and that we gather data on side effects and on the effective- 
ness of those services. Now I will not speak specifically to Johns 
Hopkins, but I would guess that Johns Hopkins would be consid- 
ered by at least some a center of excellence, and that we would see 
some of these trials being carried out in Baltimore. 

Mr. Cardin. I am wondering whether you have had discussions 
with the academic centers or the centers of excellence as to wheth- 
er that type of recommendation would take care of most of the con- 
cerns that they are currently having with HCFA regarding Medi- 
care reimbursement. 

Dr. Eisenberg. During our hearings, many of the organizations 
who represent academic health centers weighed in with their opin- 
ion on this and on other issues. By and large, though, our discus- 
sions on this issue have not been so much with the academic medi- 
cal centers as with the people who are expert on technology assess- 
ment, who feel that we need an improved method of assessing new 
technologies and allowing Medicare to participate in that process. 
In general, I think the academic medical centers were supportive 
but our input was really much more from those who were con- 
cerned about getting the technology evaluated appropriately. 

Mr. Cardin. Well, I thank you for bringing forward the rec- 
ommendation. I think it is an important recommendation, and I 
hope we will move on it. Thank you. 

Mr. Ensign. Mr. Houghton. 
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Mr. Houghton. Thank you, Mr. Chairman. Doctor, good to see 
you. Thank you for being here. I know that your primary emphasis 
is in terms of physician payments, but there are a couple of other 
issues in your report. Maybe I could ask you about them on pages 
11 and 17. One, it really concerns the rural areas. This is some- 
thing which I am particularly concerned with, and then also it in- 
volves specifically the network development in telemedicine. A lot 
of people come to me because I do represent a rural area and say, 
you know, with all this great planning that goes on that we are 
afraid that the concentration is going to be in the metropolitan 
areas. 

And with so many economic problems visited upon the teaching 
hospitals we fear that we are going to be forgotten. I would appre- 
ciate any comments you have on two areas, network development, 
and telemedicine, which I happen to be interested in. 

Dr. Eisenberg. OK Well, as you may know, chapter 7 of this 
year’s report deals with telemedicine. The way the commission has 
usually dealt with new issues is that for 1 year we will try to un- 
derstand the issue as best we can but not issue a recommendation, 
and that is really where we are with telemedicine. We are con- 
cerned, however, because of the fact that telemedicine is here. In 
one form or another telemedicine is here, but Medicare’s rules for 
payment require that the physician and the patient have personal 
interaction which, of course, makes telemedicine extremely difficult 
for reimbursement. So we have met with the Health Care Financ- 
ing Administration to hear what they are thinking, and our staff 
has thought a lot about this issue, and I cannot tell you today that 
we have a solution, but I will say that we are concerned about the 
potential that Medicare’s reimbursement scheme would get in the 
way of appropriate dissemination of telemedicine. 

Mr. Houghton. If I could just interrupt a moment. I would urge 
you to take another close look at this thing. The technology is 
there. The need is there. And there will be a communications bill 
coming out which will pour enormous amounts of investment into 
this country because of the interlocking of cable and telephone and 
what other services you have. This is something which is not only 
important for the patient, but also it is important economically for 
the areas because it enables you to keep hospitals open and physi- 
cians in small communities which you could not do if you did not 
have access to this type of thing. 

Dr. Eisenberg. Right. I agree with you, and, in fact, we are very 
interested in the fact that several components of the Federal Gov- 
ernment are dealing with this issue. You know the Office of Rural 
Health Policy has some grants out for evaluating and disseminat- 
ing telemedicine, and we are looking forward to working with those 
groups, and I assure you the commission will continue to deal with 
that. We also have struggled with the other issue that you ad- 
dressed, which is the ability to get physicians to work in rural 
areas, and we recognize how difficult this is to achieve. 

And the solutions that we have recommended have included in- 
creases in payment of relatively modest amounts for physicians 
who practice in rural underserved areas. We would like to find 
some better solutions and would like to work with you to that end. 
We do not know whether or not the small increase in Medicare 
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payment to physicians to go into rural areas has had a big dif- 
ference in their going there, but at least we will assume it has not 
hurt. 

Mr. Houghton. Thank you. 

Mr. Ensign. The gentleman from Wisconsin, Mr. Kleczka. 

Mr. Kleczka. Thank you, Mr. Chairman. Dr. Eisenberg, let me 
shift gears again on you and address some of my concerns and 
questions about managed care. In your statement, you do address 
the issue. In fact, you indicate that one of these days we should 
look at improving the payment policy for risk contracts, but with 
that being said and aside, the reason I bring up the managed care 
issue is because I recall reading yesterday some news accounts 
where Speaker Gingrich addressed the AMA and called for either 
an investigation or a complete review of managed care programs 
and systems in this country. It is my recollection that the chairman 
of this committee is going the other way, saying that maybe we 
should be looking at, and I do not want to put words in his mouth 
especially since he is not here, but words to the effect that maybe 
we should be looking at moving more of these Medicare recipients 
into managed care programs. Give me your broad view of the effec- 
tiveness, of the criticism, and your views on continuation or expan- 
sion of managed care. 

Dr. Eisenberg. One of the problems with managed care is that 
it is such a heterogeneous group of payment mechanisms, and in 
our report, this year and last year, we have tried to address this 
problem by pointing out that what we call managed care ranges all 
the way from group model HMOs that are fully capitated with sala- 
ried physicians to very loose organizations who by and large nego- 
tiate fee discounts. Arid therefore when you look at the research 
data in this area, it is very important, I think, to be sure that you 
are interpreting the research data in light of the kind of HMO or 
the kind of managed care program that you are considering. 

Our commission has been concerned about the degree, for exam- 
ple, the degree to which beneficiaries understand the contract that 
the HMO has both with the physician and the contract the HMO 
has with the Medicare beneficiaries themselves because they are 
very confusing. We are also concerned about some of the issues of 
enrollment. For example. Medicare will allow an HMO to choose 
between a cost contract and a risk contract. Well, the odds are that 
a managed care organization that believes that it is going to make 
money in the risk contract will move to the risk contract, but still 
has the option of having a cost contract, cost-based contract if it 
would like to offer its services to Medicare beneficiaries. Well, that 
is really not limiting Medicare’s financial exposure by going 
through the managed care organization, and we believe that uiose 
cost contracts ought to be eliminated except perhaps in some areas 
where there otherwise would be limited access to managed care or- 
ganizations. 

As we have looked at this literature, there probably are gains for 
many of the better managed care organizations in this country, cost 
saving potential, as well as the opportunity for Medicare bene- 
ficiaries to have access to the various new kinds of health care de- 
livery systems in their region, and for that reason we believe that 
Medicare beneficiaries ought to have access to managed care pro- 
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grams. But we are concerned about the diversity of managed care 
organizations, and we also are concerned about the literature that 
we have seen which suggests that the savings in managed care 
might not be as great as some have felt because it may be the case 
that Medicare beneficiaries who have signed up with managed care 
organizations are less ill. The literature suggests that they are 
younger and that their previous expenditures are less than the rest 
of the Medicare rolls. 

Mr. Kleczka. Well, I might point out, doctor, that the committee 
recently went through the issue of Medicare Select and the exten- 
sion of that program, and we did find during our discussion that 
there was a savings to the patient, to the beneficiary. However, 
that same savings was not realized by the government itself. 

Dr. Eisenberg. Right. 

Mr. Kleczka. So by saying managed care we should not think 
of saving oodles of dollars and everything is going to be okey-doke. 

Dr. Eisenberg. We do not think it is a panacea, but it does have 
promise to help with access and cost. 

Mr. Kleczka. Depending how it is formulated and how it is 

Dr. Eisenberg. Exactly. 

Mr. Kleczka. OK Thank you very much. Thank you, Mr. Chair- 
man. 

Mr. Ensign. The gentleman from Illinois, Mr. Crane. 

Mr. Crane. No questions. 

Mr. Ensign. Mr. McCrery. 

Mr. McCrery. Thank you, Mr. Chairman. Dr. Eisenberg, think- 
ing about the three separate performance standards, and you talk 
about that in your testimony. And you say that the existence of 
more than one standard has resulted in distortions in the pattern 
of relative payment, and that is the problem we were trying to get 
at with the Medicare fee schedule. Can you elaborate on how these 
distortions are impacting the program and maybe how long you 
think it will take to get us back to where we were before we made 
the adjustments? 

Dr. Eisenberg. Sure. You will receive soon, tomorrow, 1 believe, 
a copy of the report. And table 3 and 4 gives the answer to your 
question. In 1992, the conversion factor was $31 across the board. 
In 1995, our estimate is that the conversion factor will be $34.62 
for nonsurgical; primary care will be $36.38; and surgical will be 
$39.45. So that surgical payments will be about 10 percent higher 
than the payment to primary care. If we had one single conversion 
factor, then we would have a conversion factor that would be 
$36.63. So that it would be $36.63 compared with surgical $39, pri- 
mary care $36, and other nonsurgical $34. 

Mr. Stark. Would the gentleman yield? 

Mr. McCrery. Sure. 

Mr. Stark. Would the Chairman consider unanimous consent to 
extend him some extra time? 

Mr. McCrery. Sure. 

Mr. Stark. And I might ask a question about this point? 

Mr. McCrery. Sure. Be glad to yield. 

Mr. Stark. Is not the $39, which is higher than the $34 and the 
others, for the surgeons partially a bonus or a reward for holding 
down volume? 
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Dr. Eisenberg. Partially, yes. And may I expand upon that? 

Mr. Stark. Sure. 

Dr. Eisenberg. There has been a reduction in the volume of sur- 
gical services. There are two services that account for a large por- 
tion of that, a decrease in cataract extractions and a decrease in 
transurethral resections of the prostate, in both of which there 
have been some major technical changes over the past few years, 
and a big increase several years ago in cataract extractions because 
of some very impressive advances. So that we may have seen a blip 
in the cataract extractions and we may be coming back to normal. 

The second factor here is a very important one, which is that the 
baseline rate of growth, against which these rates of growth for the 
three different categories is measured, is the same. If you were to 
use three different baselines and three different rates of growth, 
then what you would see is less of a difference than we currently 
have, and I believe we have that in the report, and maybe, David, 
if you can find it for me, that would be helpful. 

Mr. Stark. I just wanted to ask the gentleman to yield. I guess 
what I hear you saying then perhaps is that we are not getting 
that much benefit or differentiation out of this benefit or incentive 
pay. That really these differences are a result of changes in prac- 
tice, and I hope, Mr. Chairman, you will yield him some more time, 
but I am not sure of that myself. And I am just curious 

Mr. McCrery. Yes. No, I am glad you asked that. 

Mr. Stark [continuing]. If vou intended that if you reduced your 
volume, it would give you a higher index. And I am just trying to 
find out whether we think that is working or whether it is too early 
to tell. 

Dr. Eisenberg. Well, about half of the difference is due to a dif- 
ference in baseline given our data, and about half of the difference 
is due to the decreased rate of growth among surgical services, and 
it is a judgment call as to whether or not that decrease in the rate 
of growth of surgical services is because of those couple of services 
that I mentioned or because of overall changes. I think the surgical 
community has done an excellent job of communicating with sur- 
geons about the need to be more cost effective. And when we have 
looked at data on interviews with physicians about whether or not 
their professional societies have communicated with them, sur- 
geons know that this is an issue. So at least a part of this is be- 
cause the surgical community has been responsible and tried to get 
the rate of growth down. Does that address your question? 

Mr. McCrery. Yes, it does. What about the impact of increased 
emphasis on primary care? Does that not also have some effect on 
the volume of specialty care? 

Dr. Eisenberg. On the volume of specialty care? 

Mr. McCrery. It could indirectly have an effect on the volume 
of specialty care, at least in the long term. It is hard to know in 
the short term what the effect of changing primary care payment 
is going to be on specialty care. You could, I think, argue it both 
ways, and I do not know of data that would answer your question 
specifically. Do you, David? 

Mr. Colby. No. 

Mr. McCrery. OK. Thank you, Mr. Chairman. Oh, new Mr. 
Chairman. 
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Chairman Thomas. The gentleman from Washington will in- 
quire. 

Mr. McDermott. Thank you, Mr. Chairman. Dr. Eisenberg, first 
of all, I want to be on the record as saying your service to the coun- 
try in terms of sitting on the commission and educating this com- 
mittee, is unmatched, and you should be recognized for that. 

Dr. Eisenberg. Thank you. 

Mr. McDermott. And I came down here because I wanted to 
hear you talk some more about this capitation idea. Take my 5 
minutes and explain how you think it might work. 

Dr. Eisenberg. The partial capitation idea? 

Mr. McDermott. Partial capitation, yes. 

Dr. Eisenberg. OK. 

Mr. McDermott. Because I think it is an idea that people on the 
committee, do not totally understand how you envision it working. 

Dr. Eisenberg. The way it would work is in one of two fashions, 
as we have thought this issue out. One of them would be a mecha- 
nism whereby some percentage of the total dollars that are paid to 
a managed care organization would be prospective and capitated, 
and some portion would be based upon the amount of services that 
that organization and its physicians and associated hospitals pro- 
vide to the Medicare beneficiaries. Now what that specifically 
would boil down to in terms of a percentage, I wish I could say, 
but I cannot, and I also wish that we had more than 1 page of our 
report that deals with this issue because you obviously, the com- 
mittee obviously finds this interesting, and we will be dealing with 
it more in the future. 

But this idea of a blended rate implies that there is an appro- 
priate mix, which we would not pretend to be able to tell you in 
terms of the percentage, but an appropriate mix of fee-for-service 
payment and capitation payment to an organization that allows it 
both to protect itself against the cost of having adverse risk selec- 
tion — that is the term that is used — which means that they would 
have more ill patients signing up with them, and having the risk 
that, even if unintended, they might limit services to their enroll- 
ees because of the incentives that are implicit in full capitation. 

Mr. McDermott. The idea being that if they did not actually de- 
liver the service, they would not get the money? 

Dr. Eisenberg. Exactly. 

Mr. McDermott. So they would get 50 percent of what they 
would expect on a capitated rate up front, and then the other 
would be if they delivered the service or some percentage thereof? 

Dr. Eisenberg. Exactly. Right. Whatever percentage you decide 
or HCFA decided to use. 

Mr. McDermott. Now right now not all of medicine is organized 
in HMOs. So how would that work with the people who are not 
presently primarily involved in HMO arrangements where they are 
still operating as standard fee-for-service stand-alone clinics or in- 
dividuals? 

Dr. Eisenberg. It would not affect them. They would still be in 
the standard traditional Medicare system. This is simply an alter- 
native way of paying managed care organizations that we believe 
has some potential. 
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Mr. McDermott. Explain to me the benefits of it. Why would 
you want to use this blended rate? I think I might be able to read 
your mind, but I would rather have you say it. 

Dr. Eisenberg. Let me read it to you. I will read you from the 
report because this way I will get it exactly right. 

To varying degrees, all of these methods would mitigate risk selection at the ex- 
pense of capitation’s efliciency incentives. That is, if you just sir^ly paid managed 
care organizations something that reflected their utilization. Capitation reduces 
costs by creating incentives for HMDs to control the price they pay providers and 
to achieve a less costly service mix. Some partial capitation model would weaken 
only the incentive to achieve service mix efficiencies while others would weaken the 
incentives associated with both price and service mix components. 

I am not sure that really helped, but let me try it out myself. I 
think what we are trying to do 

Mr. McDermott. That is why I asked you. 

Dr. Eisenberg. Yes, right. I should have iust said it rather than 
read it. What we are trying to do is to reacn some compromise be- 
tween what we believe to be competing perverse incentives of fee- 
for-service medicine and capitated medicine. We all agree fee-for- 
service medicine has a perverse incentive to overutilization. We all 
agree that managed care with full capitation has a potential per- 
verse incentive to underutilization. Now if that is the case, theory 
would lead you to think that some combination of those two would 
allow you to offset those two potentially perverse incentives. 

Joe Newhouse, who is a member of the commission, has written 
about this in scholarly journals, but this really is a theory right 
now. And I have to s^ that. 

Mr. McDermott. Can I ask you one followup question. Would it 
make the point-of-service option by an HMO more likely or less 

Dr. Eisenberg. Well, I think it would make the point-of-service 
more feasible. 

Mr. McDermott. Feasible. 

Dr. Eisenberg. Yes. 

Mr. McDermott. Maybe that is a better word. 

Dr. Eisenberg. One reason for that among others is that the 
HMO, the managed care organization, is going to have to have data 
on utilization, and point-of-service plans provide a mechanism 
whereby managed care can get that data about the utilization of 
services by its enrollees. 

Mr. McDermott. Mr. Chairman, with your indulgence may I ask 
one more question? 

Chairman Thomas. Sure. Because I am going to continue this 
line of questioning so if you ask then I may not have to. 

Mr. McDermott. Well, I was going to shift a little bit, but there 
are certainly more questions on this issue. But one of the questions 
you raised was this whole business of the experimental threshold, 
something rises up to a level where it is no longer experimental. 
Cardiac surgery is probably the place where you see it most, but 
there are other places. 

Dr. Eisenberg. Yes. 

Mr. McDermott. What kind of standard or by what kind of proc- 
ess do you decide about clinical efficacy without respect to whether 
the FDA has made a decision or not, but in terms of frequency, and 
what the journals say? I mean how do you make a decision as to 
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what should be paid that might be still in some people’s minds ex- 
perimental? 

Dr. Eisenbero. It is extremely difficult if it is not something 
which the FDA deals with because the FDA has a gate that it 
opens and savs you are no longer experimental, and before that 
gate is openedi, you are experimental. What happens today unfortu- 
nately is that payer has to decide if the service is sufficiently ex- 
perimental. 

Mr. McDermott. So you are talking about the intermediaries in 
the various States. In our State it is Aetna. Aetna decides whether 
this is experimental without respect to the FDA. If enough of them 
are done in Washington State, they 

Dr. Eisenbero. That is one way in which it can be done. It is 
the way in which it is done today, but there are such huge dif- 
ferences across the country in which the intermediary decides when 
a service is experimental that we have recommended at least as a 
first step that there be a national clearinghouse, a national 
database where you and the Health Care Financing Administration 
understand these differences in the decisions about what is going 
to be considered experimental. But the gap between allowing every 
intermediary to make this decision on its own and having an agen- 
cy like the FDA that makes these decisions is a huge gap. 

Mr. McDermott. Yes. 

Dr. Eisenbero. And there is nothing in between so far as we can 
tell except practice guidelines and perhaps the Agency for Health 
Care Policy and Research working with the Health Care Financing 
Administration to evaluate these technologies as they come out. 
And that is our concern is that we have done very little as a nation 
to deal with figuring out how new services, new technologies, 
should be disseminated. We have just left it up to the carrier medi- 
cal directors or to the payers. We, and I think the medical commu- 
nity in general, and certainly the beneficiary community, are not 
satisfied with that. 

Mr. McDermott. Thank you, Mr. Chairman, for your indulgence. 

Chairman Thomas. Oh, certainly, because what you are doing is 
wrestling with all the decisions that we are going to wrestle with. 
At the beginning of your statement, I was transported to, oh, pick 
any number of hearings in which Alan Greenspan has appeared in 
front of whichever committee talking about this business of short- 
ening lag time, of not overreacting in one direction or another in 
terms of trying to either overheat or cool off the economy. 

I mean we are always faced with this in macroeconomics when 
we have a relatively arbitrary figure that we are trying to move to- 
ward without over- or undercompensating. It is that swing concern 
that you focused on, and we do have to worry about that, but I also 
want to make sure that we worry about getting right while we are 
worried about controlling the swing. The AAPCC is rather an im- 
perfect tool, and obviously we are looking for ways to deal with 
that. That is why I think you will find that this subcommittee is 
very interested in the concept of partial capitation, which would 
give us not only the ability to perhaps control some swing, but 
maybe a better chance of getting it right. At the same time I think 
we have all begun to feel that creating an adverse risk selection ad- 
justment mechanism is harder than we thought it was. Its a little 
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bit like Lucy and Peanuts when she looked down the sidewalk and 
saw that it came to a point, and Lucy was going to walk down to 
look at the point. The next box of the cartoon was “Whoa, it’s far- 
ther than I [Lucy] thought it was.” 

It is something that has eluded us for more than a decade, and 
the idea of perhaps some kind of a blended rate will mitigate or 
minimize the adverse risk selection while at the same time the 
fears of those who in a managed care structure, in a capitated 
structure, would not put emphasis on particular things that we 
thought were important, can be emphasized by those particulars 
while at the same time providing a point-of-service option more 
likely in those specific preferred service areas that we might want 
to support. So it has a lot of attraction to us obviously in trying 
to come up with it. 

And then a comment that you made to the gentleman from 
Washington about needing a national database pops up virtually 
every time we try to look at these numbers. We have got to get not 
just that database but a structure in which we can retrieve infor- 
mation from that database in a shorter period of time. It is very 
frustrating with the kinds of changes that are going on to look at 
data that is 2 years old. Even data that is 1 year old, in today’s 
dynamics, makes it very, very difficult for us to nail this down. So 
your testimony has been very helpful to us primarily by piquing 
our continued interest in “solutions” that may be out there that we 
can agree on in a bipartisan way to create a better Medicare, and 
I appreciate your comments very much, doctor. 

Dr. Eisenbkhg. Thank you very much. 

Chairman Thomas. Any additional questions from the panel? 
Thank you very much. 

If I could ask the second panel to come up, please. Dr. Johnson, 
Dr. Ebert, Dr. Graham, Dr. Weaver, and Dr. Nelson. I thank the 
panel for coming, and I would say that any written testimony that 
you have will be made a part of the record without objection. And 
that we will simply begin with Dr. Johnson and move along the 
dias in terms of your presentation. But before 1 ask you to begin. 
Dr. Johnson, I believe there is a home State pride exhibiting itself 
to my immediate right, and I would recognize the gentleman from 
Louisiana. 

Mr. McCkery. I thank the Chairman for allowing me to welcome 
to the committee Dr. Johnson, who is from the New Orleans area 
in Louisiana. I have gotten to know Dr. Johnson because of our 
instate unity and even though I am from the north in the State, 
which sometimes is described as a different State, still we are in 
the geographic boundaries of the State of Louisiana, and I have 
gotten to know Dr. Johnson because of that. I have a lot of respect 
for him and the integrity with which he approaches the issues that 
we deal with in this Congress. So I want to welcome Dr. Johnson, 
who is the speaker of the House of Delegates for the American 
Medical Association, and look forward to your testimony as well as 
the testimony of each of you who are before us today. 

Chairman Thomas. With that. Dr. Johnson, if you would like to 
proceed in any way you see fit to inform this subcommittee in the 
5 minutes that you have. 
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STATEMENT OF DANIEL H. JOHNSON, JR., M.D., SPEAKER, 

AMERICAN MEDICAL ASSOCIATION HOUSE OF DELEGATES 

Dr. Johnson. Thank you, Mr. Chairman, and before I be^n, I 
thank you for your courtesies and particularly for the courtesies of 
Mr. McCrery. The Congressman is very well appreciated in our 
State, and I thank him for his kind remarks. Mr. Chairman and 
members of the subcommittee, my name is Daniel H. Johnson, Jr. 
I am a practicing diagnostic radiologist and serve as speaker of the 
House of the Delegates of the American Medical Association. On 
behalf of the AMA, I appreciate the opportunity to testify before 
you this morning. My remarks will address the PPRC’s rec- 
ommended revisions to the medicare volume performance stand- 
ards (MVPS), related conversion factor projections, and the implica- 
tions of Medicare part B cuts. 

We have several concerns about the MVPS. First, the annual 
HCFA and PPRC MVPS recommendations have not reflected the 
original intent of the MVPS to be a true estimate of needed Medi- 
care spending. Unfortunately, both HCFA and PPRC have used the 
MVPS primarily as a deficit reduction tool. 

Second, the baseline projections of expenditure of growth in the 
MVPS do not allow for forecasting uncertainty. Historical dif- 
ferences between actual and predicted physician payments under 
Medicare have sometimes been quite large. We support the use of 
an MVPS range rather than a single number. 

Third, we have consistently opposed splitting the MVPS into sur- 
gical and nonsurgical categories and conversion factors. We also op- 
pose divisions of the nonsurgical category into primary care and 
nonsurgical/nonprimary care categories. Such differentials have un- 
dermined the premise of the RBRVS that relative payments should 
reflect relative resource costs. Therefore, we agree with the PPRC’s 
recommendations that separate MVPSs and updates be eliminated. 

Last, revisions in OBRA 1993 further eroded the volume and in- 
tensity component of the MVPS. These changes further reduced its 
volume factor with arbitrary budget-based assumptions, not ration- 
al judppments about the health care needs of our Medicare patients. 

Under the current system, unless volume growth each year goes 
down 4 points from the previous year, physicians will face a conver- 
sion factor cut of at least 2 percentage points each year. Does it 
really make sense, that, no matter how much volume is reduced, 
the MVPS asks physicians to reduce volume by 4-percentage 
points? 

Underlying these concerns are disturbing conversion factor pro- 
jections. Under current law, the Medicare conversion factor is pro- 
jected to fall steadily after a small projected increase in 1996 from 
nearly $36 in 1995 to about $30 by the year 2005. The real infla- 
tion adjusted conversion factor for that year in 1995 dollars will be 
even lower at $24.67. This represents a 31-percent reduction in 
value. The PPRC has recommended a series of changes to the 
MVPS. Like the commission, we believe that these changes should 
not be used to further reduce the Medicare conversion factor in 
order to generate budget savings. 

Indeed, the AMA supports most of the PPRC’s proposals includ- 
ing the general recommendation to replace the current MVPS de- 
fault volume factors that includes the 4-percentage point deduction. 
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with a formula linked to GDP plus 1 or 2 points. We think this ad- 
ditional factor should be at least 2 points. 

However, the AMA has consistently and strongly opposed the cu- 
mulative MVPS. It is simply a tool to lower the conversion factor. 
Congress could have enacted a cumulative MVPS in 1989. It did 
not. Changing the rules in midstream, we believe, is unnecessary 
and unfair. 

We want to emphasize that not all of the problems of the cumu- 
lative MVPS and associated corrections have been fully identified. 

Mr. Chairman, we recognize that this subcommittee will be 
searching for additional Medicare budget savings this year as you 
continue your efforts to reform the Medicare program. The answer 
is not another round of huge Medicare physician payment budget 
cuts. Physicians, who account for 23 percent of Meclicare outlays, 
have absorbed 32 percent of Medicare payment cuts over the last 
decade. OBRA 1990 imposed 32.9 billion in cuts over 5 years, and 
OBRA 1993 imposed an additional 47.4 billion in provider cuts over 
5 years. Physicians have succeeded in actually holding down the 
volume increases below that predicted for 1992 and 1993, thus sav- 
ing the program billions of dollars. The MVPS formula as modified 
by OBRA 1993 will impose annual cuts of 2- to 3-percent each year 
in physician payments even without any further congressional ac- 
tion. 

Moreover, because of continuing transition and OBRA 1993 cuts, 
even if the Congress were to freeze the conversion factors for 1996, 
physicians would feel an additional 2 to 3 percent reduction in pay- 
ments. 

We urge you to acknowledge physicians’ recent success in mod- 
erating growth in Medicare expenditures for physician services. Ac- 
cording to the PPRC, average spending growth fell to 3.8 percent 
between 1991 and 1993. These increased costs are still being driven 
primarily by ne\v technology, increased rate of use of services 1^ 
enrollees, insulation of the enrollees from the cost, and flawed fi- 
nancing structuring. 

In conclusion, physicians should be recognized for the savings we 
have accomplished and should not be forced to shoulder unjust bur- 
dens in another round of budget cuts. Mr. Chairman, Medicare 
payments that lose their value year after year pose a real threat 
to patient access to care. In the weeks and months ahead, we look 
forward to continued work with the subcommittee and with the 
ConCTess on long-term Medicare reform strateges. Thank you. 

[Tne prepared statement and attachment follow:] 
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Mr. Chairman and Members of the Subcommittee: 

My name is Daniel H. Johnson, Jr., MD. On behalf of the American Medical Association (AMA), I 
appreciate the opportunity to testify before you this morning. I am a practicing diagnostic radiologist 
and also serve as Speaker of the AMA’s House of Delegates. The AMA commends your examination 
of the imponani issues relating to the Physician Payment Review Commission’s (PPRC) 1995 
recommendations to Congress. My remarks today will principally address the PPRC’s recommended 
revisions to the Medicare Volume Performance Standards (MVPS), related conversion factor 
projections, and further implications for Medicare Part B cuts. 

THE MEDICARE VOLUME PERFORMANCE STANDARDS 


Bactoound 

The MVPS was a central element of the physician payment reform legislation enacted as part of the 
Omnibus Budget Reconciliation Act of 1989 (OBRA 1989) and was viewed as an improvement over 
more stringent expenditure targets that were proposed at that time, The MVPS is a projected goal for 
Medicare Part B spending growth. When actual spending exceeds (or is less than) the MVPS target, 
the Medicare physician payment schedule conversion factor is reduced (or increased.) 

The MVPS can be viewed as a budgeting tool that helps improve predictability in Medicare 
expenditures by relating physician payment levels to the growth in volume and intensity of physicians’ 
services. By April I5th of each year, the Secretary of the Department of Health and Human Services 
is required to recommend an MVPS for the following year. The recommended MVPS Is supposed to 
incorporate the effect of changes in enrollment, aging, the impact of new technology, access to care, 
and the degree of unnecessary or inappropriate care. The PPRC is then required to comment on the 
Secretary’s recommendation. Under current law, separate volume performance standards are 
established for primary care, surgical, and other non-surgical services. 

If Congress does not explicitly establish an MVPS, then it is determined by a default formula. The 
default formula is calculated as the product of the percentage change in these four factors: (1) 
Medicare payments; (2) Medicare non-risk plan (i.e. HMO enrollment); (3) the five year trend in 
volume and intensity (V/I) for physician services; and (4) Medicare physician spending due to 
changes in law and regulation. This figure is then reduced by a "performance standard factor" that is 
currently 4.0 percentage points. 

Conversion factor updates under the default formula are equal to the change in the Medicare 
Economic Index (ME!) plus the relevant MVPS minus the actual change in spending for that year. 

The downward adjustment to the conversion factor is limited to five percentage points in any one 
year; there is no upward limit on adjustments. 

The current MVPS represents a series of compromises that were made in 1989 by the Congress, 
Administration officials, physicians, and Medicare patients. The AMA was pleased at that time that 
important elements of the MVPS differed substantially from the arbitrary expenditure targets that 
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were under consideration. We were especially appreciative of the fact that there was a 3% floor 
(since increased to 5 %) on MVPS-associated reductions from the MEI that was the starting point for 
annual payment updates. We also welcomed the legislative intent for the Congress to act each year 
based on all available data rather than relying on an automatic formula. 

AMA Concerns 


The AMA believes that the annual Health Care Financing Administration (HCFA) and PPRC MVPS 
recommendations have not reflected the original intent of the MVPS to be a true estimate of the 
expected Medicare spending on physician services needed to meet current demands for care, based on 
full consideration of all of the statutory factors. Unfortunately, both HCFA and PPRC have used the 
MVPS as a deficit reduction tool without taking into account the gap between Medicare and private 
insurance rates. 

A second major area of AMA concern with the approach used by HCFA and the PPRC is that the 
baseline projections of expenditure growth and the MVPS do not allow for forecasting uncertainty. 
Historical divergences between actual physician payments under Medicare and predicted levels have 
sometimes been quite large. This large margin of error in year-to-year projections should be 
incorporated into MVPS-related deliberations through use of an MVPS ''range” rather than a single 
MVPS number. 

Third, we have consistently opposed the initial split of the MVPS into surgical and non-surgical 
MVPSs and conversion factors, as well as the later division of the non-surgical category into primary 
care and non-surgical/non-primary care categories. Such differentials undermine the fundamental 
premise of the resource based relative value scale (RBRVS) that relative payments should reflect 
relative resource costs. They do not reflect the substitutions across types of service inherent in 
medical practice, nor can they be readily supported by underlying forecasts and data. We agree with 
PPRC's recommendations contained in the Commission’s draft report that separate VPSs and 
updates should be eliminated. If separate categories are retained, they should use category* 
specific volume data. In addition, budget scoring rules have resulted in causing the "default” MVPS 
and payment increases to be the ceiling on annual updates. 

Last, MVPS revisions in OBRA 1993 further eroded the volume and intensity component of the 
MVPS by reducing the MVPS historical volume factor four percentage points (and increasing the 
maximum conversion factor reduction) based on arbitrary budget-based assumptions, rather than 
rational judgments about the health care needs of Medicare beneficiaries. 

The AMA is pleased that over the past two years, the MVPS process has helped meet the original 
commitment made in 1989 that the MVPS would correct for any errors in establishing the initial 1992 
Medicare conversion factor. The 1994 and 1995 updates and the probable default update for 1996 
reflect the fact that the initial 1992 conversion factor was artificially depressed by an excessive 
reduction for projected volume growth, as well as by technical errors in the initial HCFA baseline. 
These recent updates help correct for these initial mistaken estimates, 

A misleading picture has been painted in the press of the 1995 payment updates. It is true that the 
conversion factor updates were 12.2% for surgical services, 7.9% for primary care services, and 
5.2% for other nonsurgical services, with a weighted average increase of 7.7% for all services. The 
conversion factor is, however, only one component of a complex formula for determining payments. 
An AMA analysis of the 1995 Medicare Payment Schedule (MPS) indicates that total Medicare 
payments for physicians will increase by 5.3% (rather than 7.7%) in 1995. This lower actual update 
is due to the RBRVS transition as well as to the continuing effects of the practice expense cuts 
enacted as part of OBRA 1993. Also, these factors tend to have the greatest impact on surgical 
services. Thus, for many surgical services and specialties, the 12.2% "conversion factor" update will 
be largely offset by reductions due to the transition and other legislative changes. This more accurate 
estimate of the 1995 update makes even more worrisome the projected downturn in Medicare 
physician payments. 

With respect to these seemingly "high" updates, wc concur with the PPRC’s draft statement that was 
set forth in its recommendations to Congress for the 1995 conversion factor. The PPRC stated that 
"[wjhile this update would be very large by historical standards, it should be viewed in the context of 
the sharp erosion of Medicare payment rates relative to private insurers. Between 1989 and 1994 
Medicare payment rates relative to those of private insurers declined from 68 percent to 59 percent. 
Further declines might adversely affect Medicare beneficiaries’ access to care." The PPRC has 
recently revised upward somewhat its estimate of the ratio of Medicare to private payments. 
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However, it is essential to recognize that the precise size of this gap is far less important than the fact 
that it is large and projected to grow after 1997 given the default conversion factor projections. The 
high 1994*1995 updates are essentially short term corrections. 

Moreover, we believe that the PPRC analysis embodies some subjective adjustments to its private 
sector data base that tend to reduce the estimated payment gap between Medicare and the private 
sector. For example, the analysis assumes no private sector payment inflation during the 1993 to 
1995 period. 

CONVERSION FACTOR PROJECTIONS 


The attached figure illustrates the projected downward spiral of the Medicare conversion factor under 
current law. It is based on AMA simulation. It is consistent with, although slighly different from, 
PPRC projections due to use of different assumptions. Under the Medicare actuary’s volume 
assumptions) the Medicare conversion factor is projected to fall steadily from nearly $36.00 in 
1996 to $30.07 by 2005. It should be noted that the Congressional Budget Office forecasts that this 
downturn begins in 1998, but the basic pattern is the same. 

The real inflation adjusted conversion factor for that year in 1995 dollars will be even lower at 
$24.67, a 31 % reduction in value. This analysis translates into a projection that Medicare payments 
would fall from the PPRC’s estimated 67% of private levels in 1995 to 56% by 2005 if there is no 
growth in private payments during this period. If there is a modest 3% growth in private payments, 
the gap is even larger, with Medicare at 41% of private payments This will dramatically 
undermine physician and beneficiary confidence in the Medicare program. The need for 
revisions to the MVPS formula must be viewed in this context. 

PROPOSED MVPS REVISIONS 


At its February meeting, the PPRC agreed to recommend a series of revisions to the MVPS that 
refine similar proposals in the Commission’s 1994 Armual Repon to Congress. The AMA suppons 
most of these proposals, with one important exception - the ’’cumulative MVPS." Our support is 
also conditioned on the PPRC’s 1994 and 1995 perspective that these MVPS revisions should not be 
used to further reduce the Medicare conversion factor in order to generate budget savings. Indeed, in 
its 1994 Annual Repon to Congress, the Commission stated that such revisions should not be used to 
secure further payment cuts. The current PPRC recommendations as we understand them, and the 
associated AMA positions, are as follows: 

PPRC Recommendation 


Eliminate separate MVPSs and conversion factors for the three service categories - surgical, 
primary care, and non-surgical/non-primary care. If categories are kept, they should reflect 
volume trends for each category, separate updates should be in effect for one year only. 

AMA Position 


The AMA supports these recommendations. We have opposed multiple MVPSs since 1989 
and continue to believe that, as demonstrated by empirical analyses, these separate MVPSs 
have distorted the RBRVS, introducing arbitrary differentials in place of resource cost data. 

PPRC Recommendation 


Replace the historical volume/intensity factor and the four percent performance standard 
factor with a formula linked to projected growth of real gross domestic product (GDP) per 
capita. An additional factor of one to two percentage points should be added to projected 
GDP growth to allow for "advances in medical capabilities." 

This policy would produce a higher V/1 allowance than current law and would credit 
physicians for lowering V/I growth. If implemented with the current MVPS formula, a V/I 
factor of GDP +2 would substantially, although not completely, offset the current forecast 
downward spiral of the Medicare conversion factor. Annual conversion factor reductions 
after 1996 would still occur under current volume projections. 
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AMA Position 


The AMA has reluctantly agreed that the current MVPS V/I and performance standard factors 
should be replaced by a formula linked to growth in real GDP. Linkage to economic 
performance is not necessarily logical since the demand for health services is not dependent 
on the state of the economy. The AMA has. therefore, generally opposed linking 
expendimres to GDP. Although GDP growth Is an exceedingly arbitrary measure of 
appropriate V/I growth, the current MVPS as modified by OBRA 1993 is also arbitrary and 
flawed. A formula that uses GDP as a base, with an appropriate additional factor to reflect 
real patient needs, can potentially be less arbitrary than the current MVPS historical volume 
factor. 

PPRC Recommendation 


If Congress enacts a single MVPS and links the MVPS to GDP, it should implement what has 
been called the "cumulative MVPS." Updates would be based on a comparison of total actual 
and total MVPS-allowed spending since a particular base year, A ceiling on MVPS-relaied 
conversion factor adjustments of ME! plus five percent would also be enacted. The PPRC 
also recommends several complex technical adjustments to the simple cumulative MVPS 
model to reduce the volatility of annual updates and to eliminate unjustified conversion factor 
reductions that would result only from the switch to the new system. 

AMA Position 


The AMA has consistently and strongly opposed the cumulative MVPS on technical, practical, 
and fairness grounds. The cumulative MVPS would only amplify projected payment 
reductions, funher threatening the viability of Medicare Pan B and access to care. The PPRC 
has recommended several complex technical "fixes" to make the cumulative MVPS "work," 
although at the expense of clarity. We are not convinced, however, that all of the technical 
properties of the cumulative MVPS and associated corrections have been fully identified. 

From a practical standpoint, the cumulative MVPS reverses much of the benefit of a V/I 
factor of GDP+2. Under current volume projections, the PPRC's combined policies are 
apparently forecast to cut the conversion factor even more than current law through 2005. 

From the standpoint of fairness, the technical virtue of the cumulative MVPS that it holds 
spending to a fixed baseline, allowing the recapture of all excess spending -- may be true but 
is irrelevant. Even without its various technical problems, the cumulative MVPS is simply a 
tool to lower the conversion factor below where it would have been under the broad MVPS 
approach enacted as pan of OBRA 1989. Congress could have enacted a cumulative MVPS 
in 1989; it did not, recognizing that the MVPS was unprecedented in the U.S. and must be 
approached with care. Changing the rules in mid-stream simply to achieve lower spending is 
unjustified, especially given that this change would reduce even funher the extent to which 
physicians could understand the linkage between the conversion factor update in a particular 
year and a previous year’s MVPS. 


ADDITIONAL MEDICARE PART B PHYSICIAN CUTS 


We recognize, Mr. Chairman, that this subcommittee will be searching for additional Medicare 
budget savings this year as you continue your efforts to reform the Medicare program. Consistent 
with the view of the PPRC both last year and this year, we oppose the use of MVPS revisions in 
order to cut spending. 

The Congressional Budget Office recently issued a report, Reducing the Deficit: Spending and 
Revenue Options , that discussed one option that would implement the PPRC’s 1994 version of the 
MVPS revisions. This option would produce savings of $6.6 billion over five years, far less than 
most of the other eight major Part B budget savings options discussed in the report. We must 
emphasize, however, that the PPRC’s 1995 version of the MVPS revisions would probably not 
produce even this level of savings given the strong caveats attached to its current version of the 
cumulative MVPS -- that this policy would require a complex series of technical revisions. 


Greater cuts could seriously harm Medicare patients. The answer is not another round of huge part B 
Medicare payment cuts. By any measure, physicians have contributed at least their fair share to 
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recent deficit reduction efforts. Consider, for example, the following facts; physicians, who account 
for 23% of Medicare outlays, have absorbed 32% of Medicare provider cuts over the last decade. 
Between 1981 and 1993, budget reconciliation has been the vehicle for reducing Medicare baseline 
expenditures by some $98 billion. In this process, Medicare projected physician payments have been 
cut by $39 billion. The Omnibus Budget Reconciliation Act of 1990 (OBRA 1990) imposed $32.9 
billion in Medicare Part A and Part B cuts over five years. OBRA 1993 alone imposed an additional 
$47.4 billion in provider cuts over five years for Medicare, including conversion factor cuts for 1994 
and 1995. Physicians have succeeded in actually holding down the volume increases below that 
predicted for 1992 and 1993, thus saving the program billions of dollars. Moreover, the MVPS 
formula as modified by OBRA 1993 will impose annual cuts of 2% to 3% each year in physician 
payments even without any further congressional action. 

We urge you to recognize physicians’ recent success in moderating growth in Medicare expenditures 
for physician services. HCFA data indicates that Medicare expenditures for physician services 
increased by only 4.5% during FY 1993. In the two years preceding that, the average annual rate of 
growth for Medicare physician spending was only 5.8%. Lower rates of growth in physician 
spending between 1989 and 1993 have reduced the Medicare baseline by $50 billion, nearly as much 
as the total 1992 outlays for physician spending. Physicians should be recognized for these savings 
and not be forced to shoulder inequitable burdens in another round of budget cuts. 

Medicare payments that lose their value year after year, with the likelihood of a widening gap 
between Medicare and private sector payments, pose a real threat to patient access to care. Current 
data strongly suggests that further reductions in Medicare and Medicaid provider payments will have 
an adverse impact on access to high qualify care for some of the most vulnerable segments of the 
population. We are aware, for example, of numerous anecdotal reports that new Medicare patients 
are experiencing delays in scheduling physician office visits. Increased Medicare costs are being 
driven primarily by an increasing number of enrollees. an aging population, new technology, 
increased per capita rate of use of services by enrollees, and flawed financing structures. 

We certainly agree with PPRC Chairman John Eisenberg. MD, who was quoted in the New York 
Times this past summer as saying that "(tjhe problems in access to physicians’ services for Medicare 
beneficiaries are Just below the surface. People in areas underserved by doctors, members of 
minority groups and poor people already have the beginning of a problem. This should be a red 
flag." 

In considering the potential impacts of these changes on access, we must be realistic. A future of 
year in and year out conversion factor reductions, in the face of steadily rising practice costs, can 
transform Medicare into a Medicaid-like program. Practice modes would have to shift radically to 
adjust to the growing disparity between payment levels and physician cost structures. Our patients 
can only suffer from such a transformation. It should be noted that an October 7, 1994, CBO 
analysis of steep Medicare cuts that were contained in health system reform legislation stated that the: 

...growing disparities in rales between Medicare and the private sector (that would 
result from these cuts] could impair the access of Medicare beneficiaries to health 
care. . , . Although access for Medicare beneficiaries has not, apparently, been 
adversely affected by the drop in Medicare’s payments (relative to those of private 
payers) that has occurred since the mid-1980s, there is probably a point at which 
access would be threatened. 

When public health programs are under-reimbursed, costs are shifted to other payors. An increasing 
portion of private payor costs are due to under-reimbursemem from Medicare and Medicaid to 
providers. To make up for the under-reimbursement, the shortfall is typically shifted to private 
payors. Government underfunding creates a hidden tax on businesses that provide health care 
benefits. 

CONCLUSION 


The AMA would like lo pursue MVPS revisions that would more accurately reflect patient needs and, 
at the same time, place future Medicare payments on a more reasonable path. We also find 
noteworthy that CBO has acknowledged that further Medicare physician cuts will not be nearly 
sufficient to place the Medicare program on a sound financial fooling. 

Americans can no longer postpone tackling fundamental reform of the Medicare program. Failure to 
do so is certain to prove even more costly for the millions of Americans who expect to be able to rely 
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on this program in the future. Continuation of past stop-gap measures, such as chopping away at 
rates paid to providers in hopes of getting more services for less money, will ultimately divorce the 
Medicare system and its beneficiaries from the mainstream of American medical care. 

Americans who depend on the Medicare program for their health care, as well as those who will rely 
on it in the future, should not have to worry about whether benefits promised them will be 
forthcoming. In the weeks and months ahead, the AMA pledges to work with the Subcommittee, the 
Committee on Ways and Means, and the Congress to convince the American people that long-term 
reform is necessary and in the nation’s best interest in order to keep the Medicare promise. 



Conversion Factor Simulation 

Baseline/Current Law 
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Mr. McCrery [presiding]. Thank you, Dr. Johnson. 

Dr. Ebert, director of the American College of Surgeons. 

STATEMENT OF PAUL A. EBERT, M.D., FACS, DIRECTOR, 
AMERICAN COLLEGE OF SURGEONS 

Dr. Ebert. Thank you very much, Mr. Chairman. I think I sit 
here to be the minority voice on the MVPS. But I would like to 
make just a few comments. Historically in the eighties, increased 
spending for surmcal services was really considered the cause of 
the rate of growth or at least part of the rate of growth problems 
of the Medicare program. It was very obvious then when the MVPS 
was created, it was really called an expenditure target. Its creation 
made sense at that point, for when the relative value scale came 
forth, there was concern that there might be overusage of medical 
services. At that time, the surgical community went at-risk and 
took our chances, saying that we did not think that the volume of 
surgical service would increase. 

I would just like to comment that I do not know which trackline 
one uses, but each specialty within each MVPS, so to speak, was 
asked each year to give an assessment to HCFA and to PPRC re- 
garding the anticipated rate of growth within their particular spe- 
cialty, based on age and population, new technology, et cetera. So 
these trend lines certainly had opportunity to be modified. I do not 
know whether others did, but we did submit a report each year 
providing such assessments. We even pointed out that we thought 
cataract operations would decrease in volume. However, I would 
just like to say I do think these incentives being offered to the pro- 
fession are like line item budgeting. If you had one budget line for 
the entire government, it probably would be difficult to control it. 

I can see having 20 MVPS, or 20 budget lines. How you address 
them is your issue. I have difficulty saying if we have one MVPS, 
we felt we would be victims of a proliferation of services which 
could increase in volume where we did not think surgery could. We 
support the concept that this 4-percentage point reduction in the 
fee update formula has to be looked at very seriously. I would just 
like to read you the one small section of our testimony, because we 
think the problem with the default mechanism is that it really con- 
tains duplicative mechanisms for restraining increase in volume 
and intensity. 

The explicit 4-percentage point reduction that was legislated in 
OBRA 1993 and the 5-year rolling average for volumes and inten- 
sity were included in the original physician payment reform law. 
While the second adjustment really was originally intended simply 
to reflect prior historical trends for volume and intensity, which 
many observers assumed would continue at these high rates, the 
changes that have occurred in physician spending since 1989 have 
reduced this 5-year average. 

I think by taking both adjustments, the default mechanism way 
overshoots the mark and creates targets for volume and intensity 
that are really totally unrealistic. We do not even think that they 
are realistic for surgical services, even if we see them continue to 
decrease, because we have no way of keeping up with that 4-per- 
cent reduction. 
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Two weeks ago, we talked about the fact that the college has al- 
ways been concerned about the overregulatory nature of the Medi- 
care fee schedule (MFS). We noticed in the report this time, for in- 
stance, that PPRC recommends legislative changes that would pro- 
vide a transition period for the introduction of so-called resource- 
based practice expense relative values into the MFS. 

If we really look at that, all Congress has said so far is to do a 
study and see and then evaluate the results. Now PPRC is jumping 
the gun, we think, a little bit in saying let’s put that out and have 
a transition into it. We think we have always favored using a sin- 
gle number for determining physician reimbursement. We did not 
like the fact relative values could be broken down into multiple 
components. We have great concern yet about the relativity of the 
relative value scale. The problem seems still to be that there is a 
tendency to augment for cost containment the relative values. This 
is probably more prevalent in surgical services than in others and, 
because of the MVPS, does not really affect the other specialties or 
the others sitting at the table today. 

We are basically still without a reference list of surgical proce- 
dures that relate between surgical specialties. It is said now that 
we are going to repeat, so to speak, the mistakes of William C. 
Hsiao. 'That is, we are going to do all the vertical integration, so 
to speak, within each specialty and then figure out how to compare 
them. We recognize and even HCFA recognizes that their reference 
procedures, so to speak, probably are inaccurate. Trying to compare 
them first would make much sense to begin with, because then you 
could build vertically upon established comparative values. 

We support the commission’s conclusion that it really is incorrect 
to achieve budget neutrality, so to speak, through changes in the 
RBRVS. I think Dr. Eisenberg made a very important point when 
he said many private carriers are picking up the RBRVS, and thus 
every discrepancy that is in it makes it less accurate. We certainly 
appreciate the opportunity of making comments to the subcommit- 
tee. 'Thank you. 

[The prepared statement follows:] 
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Mr. Chairman and members of the Subcommittee, I am Paul A. Ebert, MD, FACS, 
Director of the American College of Surgeons. I am pleased to appear before you once 
again to share the College's views on the Physician Payment Review Commission's (PPRC's) 
1995 report and its recommendations regarding the Medicare program. Of course, we have 
not yet had an opportunity to review in detail the final version of that report; nonetheless, 
we are prepared to offer comments on a number of issues that were included in draft 
chapters of the report that were circulated by the Commission last month. 

Medicare Volume Performance Standards fMVPSl 

The College is especially concerned about the Commission's recommendations 
regarding the Medicare Volume Performance Standards (MVPSs) and methodologies for 
updating the Medicare fee schedule (MFS). As I indicated in previous testimony before the 
Subcommittee, the American College of Surgeons has been a strong advocate of policy 
devices, like the MVPS, that provide performance-based incentives to meet explicitly set 
spending targets for surgical and other physicians' services. These targets also involve 
physicians and physicians' organizations, like the College and the surgical specialty societies, 
in efforts to address growth in the costs and in the volume of services provided to Medicare 
patients. 

From the beginning, however, the College's support for the MVPS approach has been 
premised on the need for a separate, identifiable standard for surgical services. We believed 
then, as we do now, that if the nation's surgeons are to be held accountable for meeting 
expenditure growth targets, then a separate performance standard for surgical services is 
also indicated. 

We took no position about whether other service categories should have a separate 
MVPS, although we did urge Congress to favorably consider requests made by physicians' 
organizations to establish other appropriate MVPS service categories. In fact, we testified 
before this subcommittee in 1993 in favor of a separate MVPS and tee schedule update for 
primary care services. We believed that such a change would allow policymakers to consider 
volume issues relating to justifiable increases in the number of primary care visits under a 
separate standard, at least until definitive medical necessity criteria, practice guidelines, 
and/or a workable system of physician profiling could be developed to judge the appropriate 
utilization of those services. 

However, the Commission has repeatedly opposed the use of more than one standard 
for setting targets for very broad categories of quite distinct kinds of physicians' services. 
Instead, PPRC recommends eliminating separate volume performance standards and fee 
schedule updates for the various categories of physicians' services. Further, the Commission 
urges that, if the current system of standards and updates is retained, it should be based on 
the recent trends in volume and intensity growth for each service category. In addition, the 
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Commission states that any differential fee schedule updates should be in effect for only one 
year, and that any such differential should be eliminated after that year is over. The College 
does not support these recommendations, since they will only dilute the incentives that are, 
in fact, working to influence the rate of growth in the volume and intensity of surgical and 
other services included in broadly-defined, yet distinctly different, MVPS service categories. 

In a related recommendation, the Commission proposes replacing the current method 
for setting default volume performance standards, which involves consideration of historical 
trends in volume and intensity growth and an arbitrary statutory percentage reduction, with 
a formula linked to the projected growth of real gross domestic product (GDP). In addition, 
estimates of the growth in the real GDP should, according to the Commission, be increased 
by 1 or 2 percentage points. 

The College agrees that the current default mechanism needs to be reexamined. At 
present, the performance standard default formula takes a fixed deduction of 4 percentage 
points from the historical trend for the prior five-year period. This automatic deduction is 
made regardless of the sort of changes in physician service volumes that may actually be 
occurring over time. Thus, even if all surgeons and physicians succeed in reducing the 
number and the intensity of their services, they will have to further reduce service volumes 
by an additional 4 percentage points or face arbitrary reductions in fees. PPRC notes that, 
depending on the assumptions made, this formula could lead to several years of "negative 
updates"-in other words, fee cuts unrelated to realistic performance expectations. We are 
certain that such an outcome was never intended by Congress. 

As we see it, the problem with the default formula is that it contains two essentially 
duplicative mechanisms for restraining increases in volume and intensity: (1) the explicit 
4 percentage point reduction that was legislated in OBRA '93; and (2) the five-year rolling 
average for volume and intensity that was included in the original physician payment reform 
law. While the second adjustment was originally intended simply to reflect prior historical 
trends for volume and intensity, which many observers assumed would continue at the 
relatively high levels reflected in the 1980s, the changes that have occurred in physician 
spending since 1989 have reduced this five-year average as they were factored into this 
rolling average. By including both adjustments, the default mechanism "overshoots the 
mark" and creates targets for volume and intensity that are unrealistic, even for surgical 
services, for which Medicare spending has actually decreased in the past few years. 

The College is also concerned about the Commission's proposal to link performance 
standards and fee updates to the GDP index. This is essentially the same approach that the 
Clinton Administration included in the Medicare portion of its massive health system reform 
plan. The use of the GDP index as the formula proxy to adjust for volume and intensity to 
set a single MVPS target, as the PPRC proposes, means that Medicare would disregard 
actual trends in the demand for most physicians’ services. Instead, real growth in the 
economy, plus a 1 or 2 percentage point add-on, would become the standard for determining 
how much should be spent on physicians' services in tomorrow's Medicare program. If 
adopted, this provision further underscores a shift in Medicare spending policy from finding 
cost-effective ways to pay for the care older Americans actually need, to financing their care 
solely on the basis of what the economy can afford. 

Medicare Fee Schedule Issues 

In testimony before you last month, I pointed out the enormously complex and 
regulatory burden that has been created in connection with the Medicare fee schedule. 
Over the years, an incredibly complex administered pricing system has been developed for 
determining payment amounts for services covered by the Medicare program. The 
Commission's report on the physician fee schedule further highlights just how regulatory and 
utmecessarily complex this process has become. 

The report contains recommendations affecting complex calculations relating to work 
values in general and the five-year review of those values under the fee schedule; practice 
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expense relative values and the complex work needed to make these calculations for more 
than 7,000 services; changes in relative values for the professional liability component of the 
MFS; geographic adjustment factors; service-level site-of-service payment differentials, and 
so on. The current level of government micromanagement in connection with Medicare is 
amazing and certainly ought to be reconsidered at some point. 

However, given the nature of this regulatory process, we feel obliged to offer views 
on a number of the Commission's proposals affecting the fee schedule. First, PPRC's draft 
report recommends legislative changes that would provide a transition period for 
introduction of so-called resource-based practice expense relative values in the MFS. 
Present law requires the Secretary to conduct a study and report back to Congress on the 
methodology that would be used to develop these relative values before any plan is expected 
to go into effect, while also giving the Health Care Financing Administration (HCFA) the 
authority to implement its proposal unless Congress intervenes. 

Obviously, we are very concerned about the potential impact that such changes may 
have on payment for surgical services, especially in light of the very significant payment 
reductions previously made for these services as a result of using a resource-based approach 
to set physician work values. The Commission has already noted that, based on its analysis, 
resource-based practice expense relative values could redistribute as much as 26 percent of 
Medicare payments for such expenses, or about 11 percent of total Medicare spending for 
physicians' services. A disproportionate share of these reductions would fall on many surgical 
and other physicians' services. We hope that this subcommittee and the Congress will weigh 
very carefully the research work of Medicare program managers before allowing any such 
plan to be implemented. In any case, if such a proposal goes forward after Congress has 
reviewed it, we think that, as a matter of principle, the implementation of almost any change 
in the design of Medicare should be phased-in over a transition period that will minimize 
disruption to the program and to those who participate in it. 

The Commission's report also describes expected activities associated with the five- 
year review of the relative value scale. The report confirms HCFA's plans to rely on a 
small-group refinement process in collaboration with the AMA/Specialty Society RVS 
Update Committee (RUC) to complete this review. In our February appearance before this 
Subcommittee, we expressed our concern that HCFA's approach to the five-year review does 
not include a thorough examination of the issue of cross-specialty linkages between services 
or the validity of the current reference service list that will be used in proposing refinements 
to the fee schedule. The draft PPRC report warns that, "An important flaw in the process 
is that the reference set of services contains cross-specialty comparisons that have not been 
validated . . . (and) Further, the reference services themselves were not necessarily chosen 
because their values were thought to be correct." 

According to the Commission, comparisons of services across specialties will be 
deferred until the last stages of the refinement process. Absent a thorough review of such 
services and linkages, the results of the five-year review may be just as flawed as was the 
initial process for determining work values in the original Harvard project. We again urge 
that at lea.st some effort be made to examine the validity of the reference service list at the 
beginning, and not at the end, of the refinement process. 

Finally, Mr. Chairman, we would like to support the Commission's proposal that 
HCFA be authorized to achieve budget neutrality or implement legislative directives for 
savings through the conversion factors used under the fee schedule, rather than through 
changes in relative values. We believe that such adjustments will help reduce unnecessary 
disruption to the relative value scale and could be applied, in the case of work value 
changes, for example, to the conversion factor applicable to the appropriate MVPS category 
of physicians' services. 

Thank you, once again, for the opportunity to present the College's views. I would 
be pleased to answer any questions you may have. 
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Mr. McCrery. Thank you, Dr. Ebert. 

Dr. Graham. 

STATEMENT OF ROBERT GRAHAM, M.D., EXECUTIVE VICE 

PRESIDENT, AMERICAN ACADEMY OF FAMILY PHYSICIANS 

Dr. Graham. Thank you, Mr. Chairman, members of the panel. 
I am Dr. Robert Graham, the executive vice president of the Amer- 
ican Academy of Family Physicians. We represent some 80,000 
family physicians, residents, and medical students across the coun- 
try. Since much of what is in our testimony has already been dis- 
cussed with the committee, let me try to just briefly place some of 
that within the context of our general concerns about the evolution 
of the Medicare program, and how we are able to provide services 
to Medicare beneficiaries. 

There is no question that family physicians and general inter- 
nists provide the bulk of services to Medicare beneficiaries. Yet, as 
we have seen the changes in the program over the last 10 to 20 
years, it has become increasingly difficult for many of these physi- 
cians to maintain that level of service or to make decisions which 
will allow them to accept new Medicare patients. The heart of that 
problem has been the Medicare payment system. When the original 
attempts were made to institute the relative value schedule, we 
had some hopes that it would take the first steps toward 
rebalancing what had become considerable inequities in payments 
within the physician community for Medicare beneficiaries. 

We think now that with 5 or 6 years of history, we have to say 
that we have only partially addressed those primary issues of con- 
cern for us, and indeed we continue to hear from our practicing 
members that it is difficult for them to provide services to Medicare 
beneficiaries, particularly if they have a large number of bene- 
ficiaries in their practice because for the office visit to a family phy- 
sician, quite frankly, the reimbursement of that is less than the ac- 
tual cost for running the office for the family physician. I suspect 
that it is similar for many of the general internists also. 

The particular issue for us is the service to beneficiaries in rural 
areas. Preponderantly, the physicians in rural areas are family 
physicians. There are a higher percentage of Medicare beneficiaries 
in rural areas. We see that as becoming a real issue in the coming 
years. Therefore, the recommendations before you from the PPRC 
that would address some of the evolving difficulties in the reim- 
bursement schedule we think are worthy of your careful consider- 
ation. I will not go through the full list. You have already had a 
long discussion with Dr. Eisenberg about that. They are detailed in 
our testimony. I would simply single out two of them to make sure 
you know where we stand. We think that there is greater wisdom 
in having one conversion factor than multiple conversion factors. 

That is where we were in the original debates in the late 
eighties. The decision of the Congress at that point was to split 
them into two conversion factors. That was so inequitable that we 
did support the later change to three conversion factors, but we 
saw that as a temporary step. The practice of medicine and the 
practices of individual physicians between generalists and sub- 
specialists are seamless. A lot of the changes that have taken place 
in surgical volume, we think, has to do with the changes in overall 
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medical practice, not just the decision of the surgeons. We treat 
ulcer disease. We treat prostate disease very differently now than 
we did 5 or 6 or 7 years ago. So the fact that the recommendation 
before you is now to look at having a single volume performance 
standard we think is one of merit. 

You have also heard comments already about using the GDP fac- 
tor in terms of the update rather than the 4-percent default. We 
also think that this is a proper evolutionary decision to be made. 
We have enough experience in history. We recognize that that 
original factor was based upon what may have been a very atypical 
period of time in American medicine in terms of the way volume 
and expenses were rising. We now have that sort of tied around 
our neck. We think the PPRC’s recommendation in this area is 
veiy well taken. 

C5ther specific recommendations to you and comments on the 
PPRC testimony are in our comments in the written form. Those 
are before you, and I will yield the rest of our time so that we may 
have questions and answers. 

[The prepared statement follows;] 
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TESTIMONY OF ROBERT GRAHAM, M.D. 
AMERICAN ACADEMY OF FAMILY PHYSICIANS 


My name is Robert Graham, M.D., and I am Executive Vice President of the 
American Academy of Family Physicians. On behalf of the Academy's 80,000 
members, I appreciate the opportunity to comment today on Medicare physician 
payment, including several proposals in the Physician Payment Review 
Commission’s 1995 Report to Congress. 

I note at the onset that the Ways and Means Committee must consider a wide 
range of proposals to lower Medicare expenditures. This Committee faces the 
challenge of developing Medicare policy recommendations necessary to reach the 
House leadership's balanced budget goal. In facing this task, we urge you to 
recognize that many Medicare reform proposals hold some theoretical possibility of 
reducing program expenditures, but there is only one factor that has been 
consistently proven to hold down per capita Medicare outlays: the availability of 
primary care services. Your long-range success in controlling Medicare outlays 
will be directly related to your success in improving beneficiary access to primary 
care services. Accordingly, we ask you to weigh the Commission’s proposals 
according to how they support access to primary care services. 

Primary Care anrl Medicare 

As you may already know, the Council on Graduate Medical Education applies the 
term "primary care physician" to family physicians and general practitioners, 
general pediatricians, and general internists only. These primary care physicians 
deliver health care services more efficiently and in a less costly manner than 
subspecialists. Family doctors, for example, treat directly 85 - 90 percent of the 
presenting conditions of an undifferentiated patient population and assume 
responsibility for managing the care of those patients who are referred for 
subspecialty services. 

Extensive medical literature supports the conclusion that primary care is cost- 
effective. Several of these studies are specific to the Medicare population. For 
example: 

• There is an inverse relationship between the extent to which a nation's 
primary care system is developed and the per capita cost of health care. 
(Starfield, JAMA, October 23/30, 1991). 

• Per capita health expenditures decrease as the proportion of family and 
general physicians increases. A systematic evaluation of variations in 
Medicare expenditures for physician services across the U.S. concluded that 
a higher proportion of primary care physicians in a metropolitan statistical 
area is associated with a significantly less expensive practice of medicine 
overall, for both in-hospital and out-of-hospital care. (Welch, et al; NEJM, 
March 4, 1993). 

• A study of per beneficiary Medicare expenditures for physician services 
found that the most important factor explaining lower expenditures in rural 
areas is the mix of physician specialties. Expenditures are significantly 
lower when the proportion of general and family physicians is higher and 
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expenditures are significantly higher when the proportion of subspeciaiists 
is higher. (Dor and Holahan, Inquiry , Winter, 1990). 

• Increased availability of primary care services for low-income populations 

reduces the inappropriate and expensive use of emergency departments. In 
one study, nearly half (45 percent) of patients waiting for emergency 
department care cited unavailability of primary care services as their reason 
for using the emergency department. Only 1 3 percent of those waiting had 
conditions clinically appropriate for the emergency department; 38 percent 
were willing to trade the emergency department visit for assurances of an 
appointment with a primary care clinic within 3 days. (Grumbach, et al; 
AJPH , March 25, 1992). 

These studies illustrate a glaring reality of American medicine: it is overly 
specialized and overly costly, and the two factors are directly linked. No matter 
which Commission proposals the Congress may choose to adopt, the cost 
explosion in the Medicare program will not be brought under control until Congress 
improves the availability of primary care services. 


As thq studies mentioned above demonstrate, the Medicare program generates 
savings when primary care physicians in general, and family physicians in 
particular, are available to and used by beneficiaries. Such favorable prospects 
for savings stand in stark contrast to Medicare's inadequate reimbursement for 
primary care services. It troubles the Academy greatly to know that more than 
one-quarter of family physicians nationwide no longer accept new Medicare 
patients. In some areas more than 35 percent of family physicians do not take 
new Medicare patients. 

Inadequate reimbursement is the most commonly cited reason for this problem. 
Simply put, family physicians are finding it more and more difficult to accept new 
Medicare patients, because to do so jeopardizes the financial stability of their 
practices. On average, it costs approximately $134 per hour to operate a family 
practice, while Medicare payment for visit services is less than $100 per hour. 

Of additional concern is that PPRC predicts that Medicare fees will continue to 
plummet downward as a percentage of private sector rates. Because of cuts 
already mandated in 0BRA93, the PPRC estimates that Medicare fees will drop to 
54 percent of private sector rates. It is even possible that Medicare fee levels 
could sink to 43 percent of the private sector-below current Medicaid rates-if 
tens of billions of cutbacks proposed last year are adopted by this Congress in an 
effort to achieve a balanced budget. The disparity between program versus 
private fee rates may force even more family physicians to consider closing off 
their practices to new Medicare patients. Hence, we are genuinely concerned that 
further reductions in Medicare physician fees may create real access problems for 
elderly patients especially those in rural and inner-city areas. 

This Congress must take the necessary steps now to prevent an access crisis that 
could occur as early as the turn of the century. In this vein, the Academy would 
like to thank this committee for its support of an earlier PPRC recommendation 
favoring a resource-based practice expense (RBPE) component in the Medicare fee 
schedule. Enacted as part of OBRA93, this shift in Medicare's method of paying 
for overhead expenses should bring practice expense payments up to their actual 
costs for office-based services-the sort performed most often by family 
physicians. It is actions such as adoption of the resource-based practice expense 
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policy that will enable generalists to continue delivering services to elderly 
patients. 

Chanqe.<5 in the Medinare Fee Schedule 

A Single Conversion Factor and a Single Volume Performance Standard fVPS) 

The AAFP supports the PPRC recommendation that the three separate conversion 
factors and VPSs be discarded in favor of a single conversion factor and VPS 
applicable to all medical services. Such a policy would correct a flaw that 
undermines the integrity of Medicare physician payment. 

Under the current VPS system, a performance standard or expenditure target is 
determined for a given year. Two years later, actual expenditure growth for the 
year is compared to the performance standard. Updates to the fee schedule are 
reduced or increased by the amount the actual expenditure growth exceeds or falls 
below the performance standard. Under the default formula that determines the 
annual updates, the Medicare Economic Index, which is a measure of inflation in 
the cost of medical practice, is used to set the conversion factor update. The MEI 
is increased or decreased depending on how actual expenditures compare to the 
VPSs. If expenditures exceed the VPS, the MEI can be reduced by a maximum of 
five percentage paints. 

The VPS takes into consideration a number of factors that contribute to the 
increase in Medicare expenditures for physician services. These factors include 
increases in fees, increases in the average number of Part B enrollees, the impact 
of changes in laws and regulations, and the average annual percentage growth in 
the volume and intensity of physician services for the previous five years. This 
last factor is automatically reduced by a performance standard factor of four 
percentage points. 

The MFS was established with the passage of OBRA89. As originally conceived, 
the resource-based fee schedule put all physician services on a common scale. 
Relative reimbursement for all services would have been based on a single 
conversion factor, and physicians would have been collectively responsible for 
controlling expenditures for all physician services. During the negotiations leading 
up to passage, a separate conversion factor for surgical services was established. 
This created a problem for primary care physicians, because primary care services 
were combined with other non-surgical services, expenditures which were 
increasing rapidly. Because at that time Congress was unlikely to reverse itself 
and establish a single conversion factor, the Academy supported the creation of a 
third conversion factor for primary care services. The third primary care category 
was created in OBRA93. 

Separate VPSs and fee updates for three categories of services has led to 
distortions in the worth of relative values so that they no longer reflect resource- 
based relative values. The RVUs in each category are no longer worth the same 
amount. Currently, the conversion factor for surgical services is 8.4 percent and 
14.0 percent higher than the conversion factors for primary care and other non- 
surgical services, respectively. Because the conversion factor updates are 
permanent, consecutive higher updates for surgical services are compounded. 

The distortion in relative value is exacerbated by HCFA's use of a single pooled 
trend line for the growth in volume and intensity in all three categories of service. 
In other words, instead of the a separate volume and intensity factor being 
calculated for each of the three categories of service based on the average 
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increase in expenditures for services within each category, HCFA applies uniformly 
an ail-service average to all three categories. OBRA90 requires that a separate 
volume and intensity trend be used for each category. But, for several reasons 
mostly having to do with the availability of data, HCFA has continued to use a 
pooled volume and intensity factor. With the continued use of a pooled volume 
and intensity factor, the discrepancy in conversion factors becomes virtually 
perpetual. Surgical services, which have experienced the lowest expenditure 
growth, will always compare favorably to the pooled expenditure growth and, 
therefore, always receive a higher update. 

The Physician Payment Review Commission projects that discrepancies between 
the conversion factors may soon become large enough to erase the redistribution 
in payments from surgicai and other non-surgical services to primary care services 
that was supposed to occur under the MFS. 

For these reasons, the Academy endorses the adoption of a single, all-service 
conversion factor and a single VPS for all services. As it was originally intended, 
the VPS system provided an incentive for physicians in all specialties to exercise 
collective responsibility for reducing inappropriate care. Theoretically, establishing 
a single conversion factor would recognize the substitution of services that occurs 
between categories of service. For example, in peptic ulcer disease, advances in 
medical care have led to the substitution of endoscopy (a seryice that is in the 
other non-surgical service category) and office visits (services that are in the 
primary care category) for surgery. Another example would be the substitution of 
watchful waiting, which results in more office visits, for surgery in the care of 
prostate disease. In both examples, medical advances have led to a decrease in 
surgical volume and an increase in volume in the other two categories of service. 
These examples illustrate that responsibility for increases or decreases in 
expenditures within a category of services cannot be claimed by the physicians in 
any particular specialty. However, because Medicare services are artificially 
divided into three different categories, primary care physicians are penalized for 
these appropriate increases in expenditures for visit services through reductions in 
the update for the primary care conversion factor, and surgeons receive a bonus 
for a decrease in surgical volume for which they had little responsibility. Primary 
care physicians should not have to "pay” for advances in medical care that reduce 
the need for surgery any more than surgeons should have to "pay" for the 
increased volume due to innovative new surgical procedures. 

Using Five Year Trends to Estimate Volume and intensity 

By taking a fixed four percentage point reduction from the five-year trend in 
volume and intensity, the performance standard factor unlinks the volume and 
intensity factor from actual trends in health care delivery. Regardless of how 
much physicians reduce the volume and intensity of services, volume and intensity 
must be reduced by an additional four percentage points or the updates will be 
reduced. In addition, using historic growth rates will eventually undermine the 
incentive to control volume and intensity. Lower growth rates initially yield higher 
updates, but as they are incorporated into the rolling five-year averages, the VPS 
will be lowered. 

PPRC has estimated the impact of the current default formula utilizing various 
estimates of future expenditure growth. In all cases, updates beginning in 1997 
are negative. Within the next five to seven years. Medicare fees will drop below 
their current level, even without considering inflation. The large penalties in the 
updates would occur, in part, because of the low rates of growth from 1992 to 
1996 will be reflected in the five-year average growth of volume and intensity. 
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Considering that Medicare payment rates are already below cost for most of the 
services provided by family physicians, these current-law reductions cannot be 
sustained. 

PPRC recommends that projected increases in per capita gross domestic product 
(GDP) plus one or two percentage points substitute for the five-year rolling 
average growth in volume and intensity. The extra one or two percentage points 
are meant to reflect advances in technology. This recommendation is intended, in 
part, to link Medicare expenditure growth to the rest of the economy. The 
Academy believes that the Commission's recommendation for calculating volume 
and intensity is preferable to the present formula as modified by OBRA93. 

On a theoretical level, support for this option hinges largely on its linking increases 
in Medicare expenditures to growth in the rest of the economy, with provision for 
advances in medical care. Since this recommendation affects the VPS calculation 
only, there would still be allowance for increases in enrollment and prices and for 
changes in law and regulation. Furthermore, medical inflation, as measured by the 
MEI, would still be incorporated in the update. 

Budget-neutrality Adjustments 

In a matter related to revision of the formula for calculating Medicare fees, the 
Academy is concerned about HCFA's current practice of making adjustments to 
relative values in order to maintain budget neutrality in the Medicare physician fee 
schedule. The Academy supports PPRC's recommendation that such adjustments 
be made in the conversion factor rather than the relative values. 

HCFA institutes across-the-board reductions in all relative value units to 
compensate for increases in aggregate relative work values added to the resource- 
based relative value scale (RBRVS) by the Relative Value Update Committee 
process and the HCFA "refinement” process. These reductions maintain the 
statutorily-mandated budget neutrality of the fee schedule. 

While it may be necessary at times to manipulate Medicare payment to achieve 
defined policy objectives, such as budget neutrality, the AAFP believes these 
objectives should be met without distorting the relative value scale. Although not 
perfect, the RBRVS goes a long way toward describing the appropriate relationship 
between several thousand physician services. Accordingly, adjustments to relative 
values should only be related to changes in resource consumption. Other 
adjustments, unrelated to changes in resource consumption, will only distort the 
RBRVS. Thus, the AAFP believes that budget-neutrality should be accomplished 
through manipulations in the conversion factor or by establishing a new budget 
neutrality adjustment factor. 

Furthermore, the AAFP believes that in the budget-neutrality process, evaluation 
and management (E/Ml services should be protected from changes in the relative 
values of other services, since such services are more likely to be reduced as a 
result of the "RBRVS creep" associated with procedural services. Ideally, 
protection of E/M services would be accomplished by a separate budget-pool for 
E/M services. E/M services would be subject to budget-neutrality resulting from 
relative value refinements within their own pool. However, this would require a 
change in the law. 


HPSA Bonus Payments 
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By whatever measure you might employ, this nation suffers from a severe 
shortage of primary care physicians, and some geographic areas are particularly 
underserved. Since 1986, the number of federally designated primary care health 
professions shortage areas has increased from 1949 to 2492, and the number of 
primary care physicians needed to eliminate these shortages has grown from 4314 
to 4677. 

Since 1989, physicians who treat Medicare patients in HPSAs have been entitled 
to bonus payments equal to 10 percent of the amount Medicare pays for services. 
In theory, the bonus payments act as incentives to attract new physicians to 
underserved areas and to discourage physicians in those areas from leaving. 
However, as noted by PPRC, the Council on Graduate Medical Education, and the 
HHS Inspector General's Office confirm. Medicare bonus payment program is not 
well structured for this purpose. Almost half of the bonus payments accrues to 
physicians who provide little or no primary care. In addition, almost 15 percent of 
bonus payments go to urban, hospital-based subspecialists. 

As the Inspector General noted in a June. 1994 report, providing "incentive" 
payments to non-primary care physicians who fail to deliver primary care services 
or who practice in attractive environments is both unnecessary and inconsistent 
with Federal priorities. Congress should modify the Medicare incentive payment 
program to target it more effectively to primary care. The Academy supports the 
Inspector General's recommendation that the program be changed to provide 20 
percent bonuses to physicians providing services in HPSAs and eliminate bonuses 
for non-primary care services in urban areas. The increase in the size of the 
payments would make them more effective incentives. The elimination of 
incentives for specialty services in urban areas would more effectively target the 
program to primary care. The Health Care Financing Administration has also 
expressed support for these changes. 

Geographic Adjustment Factor (GAF) 

The AAFP has long advocated the elimination of the geographic adjustment factor, 
which is a differential in physician fees based on practice location. Instead, there 
should be a single fee for the same service regardless of the geographic location of 
the physician providing the service. This position is based on the premise that 
equivalent service should result in equivalent compensation. Further, this position 
is consistent with federal policies that incorporate uniform national rates. For 
example, uniform national rates apply to federal income tax, social security 
payments, and the Medicare Part B premium. A policy of uniform payment should 
only be modified to achieve explicit policy goals (e.g., targeted adjustments for 
demonstrated shortfalls in access to care). 

The impact of the GAF can be seen in by comparing the Medicare allowable 
amount for a mid-level established patient office visit across geographic payment 
areas. For example, the Medicare allowable amount for this service in Oakland, 
California is $38.87 while Medicare allows only $31.75 for the same service in 
Nebraska. The allowance for the physician in Oakland is 22 percent more than the 
allowance for the physician in Nebraska. 

And, the GAF's impact is not limited to practice costs. In the example above. 
Medicare allows $20.71 for the physician work component in Oakland, but only 
$19.13 in Nebraska. By definition, the work is the same, but Medicare pays 
physicians differently simply based on where they practice. 
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The GAF is based on a set of geographic practice cost indices (GPCls) developed 
by the Urban Institute and the Center for Health Economics Research (UI/CHER). 
With the exceptions of malpractice insurance costs, for which HCFA maintains a 
national data set, and equipment, supplies and other costs, for which HCFA 
assumes there are uniform national prices, the UI/CHER indices utilize proxy data 
assessing geographic variation in costs. 

The current GPCls allege that there is substantial geographic variation in physician 
practice costs. This variation in practice costs corresponds with community size. 
Specifically, the indices show urban communities as having higher costs and rural 
areas as having lower costs. 

The large variation in practice costs suggested by the GPCls means that their use 
in adjusting the Medicare physician fee schedule has a substantial Impact on 
physician payments. That impact is to perpetuate a substantial portion of the 
geographic differential in Medicare prevailing fees which existed before HCFA 
implemented the Medicare physician fee schedule. Given the impact of a 
geographic differential on the maldistribution of physician services, it is of 
essential policy importance to verify the accuracy of the current GPCls. 

There are several grounds on which to challenge the ability of the GPCls to 
accurately and appropriately reflect true and legitimate differences in physician 
practice costs (i.e., those differences that are not attributable to practice style for 
which adjustment would be inappropriate). 

Physician surveys conducted by MedicaLEconomics and the American Medical 
Association (AMA) provide a sharply contrasting picture of the geographic 
variation in physician practice costs. These surveys tend to show the cost of rural 
physician practice to be as high or slightly higher than in urban locations. Medical 
Frnnnmic.s has reported higher practice costs for rural physicians in recent years. 

While neither the AMA nor Medical Economics surveys provide a definitive picture 
of geographic differences in physician practice costs, they are consistent and 
reliable. These data suggest that the finding of higher urban than rural practice 
costs may be erroneous and provide further evidence of the need to validate the 
current indices. 

We note that eliminating inappropriate geographic differentials was a major focus 
of Medicare physician payment reform because geographic differentials proved to 
be a strong disincentive in regard to physicians choosing a rural practice location. 
HCFA has not systematically and verifiably demonstrated significant differences in 
the cost of practice, which might be used to justify continuing geographic 
differentials in the Medicare fee schedule. We believe that eliminating geographic 
differentials from a Medicare physician fee schedule is likely to have a significant 
and positive impact on the availability of medical care to rural beneficiaries. If a 
GPCI is to be utilized, we feel it incumbent on HCFA to validate any geographic 
index that it proposes to use in modifying physician fees. 

Conclusioti 

The stakes are extremely high as this Committee begins the important task of 
determining how Medicare outlays will be reduced to help eradicate the federal 
budget deficit. At the end of this legislative session, we must be able to assure 
older Americans that their access to comprehensive, cost-effective health care 
services has not been compromised by Medicare reform efforts. Although 
reconciling deficit reduction with a high level of beneficiary services may seem 
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contradictory on its face, this is not necessarily so. Revising the Medicare fee 
schedule to boost primary care services-as intended by the authors of the 
resource-based relative value system— serves the purpose of controlling Medicare 
expenditures. 

The studies cited above demonstrate conclusively that the availability of primary 
care services improves access for Medicare beneficiaries while lowering program 
expenditures. Indeed, support for primary care positions the Medicare program to 
interface effectively with the marketplace as it shifts to integrated systems of 
care. Moreover, improvements in the fee schedule that narrow the gap between 
reimbursement levels for primary care and other families of services would ensure 
access to the very type of service on which managed care is built. 

These beneficial goals can be achieved in part by enactment of several important 
recommendations in the 1995 PPRC Report, including a single conversion factor 
and VPS applicable to all services. The Academy strongly supports this policy 
recommendation as an overdue, reasonable step towards eradicating confusion 
and inaccuracy in the fee schedule while restoring its original intent. Likewise, the 
Academy also urges you to replace the current performance standard factor 
formula with one based on projected GDP per capita plus one or two percentage 
points. This approach is preferable to the present formula as modified by 
OBRA93. 

Let me close by noting that the PPRC recommendations noted in my comments 
provide excellent guidance for your efforts. As you work to craft a Medicare 
reform policy that achieves the goals of the Contract with America, please do not 
hesitate to call upon the American Academy of Family Physicians for counsel and 
input. Family physicians are eager to work with you on this challenging 
undertaking. 

Thank you for this opportunity to speak with you about the PPRC’s 1995 Report. 
At this time, I would be happy to answer your questions. 
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Mr. McCrery. Thank you, Dr. Graham. 

Dr. Weaver. 

STATEMENT OF KATIILEEN M. WEAVER, M.D., PRESIDENT, 

AMERICAN SOCIETY OF INTERNAL MEDICINE, AND ALAN R. 

NELSON, M.D., EXECUTIVE VICE PRESIDENT 

Dr. Weaver. Thank you, Mr. Chairman. My name is Kathleen 
Weaver. I am a practicing internist from Portland, Oreg., and 
president of the American Society of Internal Medicine. With me is 
Dr. Alan Nelson, ASIM’s executive vice president. Internists are 
concerned that cuts in Medicare fees will do great harm to the 
elderly’s access to medical care. The PPRC projects that because of 
the changes enacted in OBRA 1993, Medicare fees will start declin- 
ing in 1997 and will continue to experience annual reductions for 
the foreseeable future. As a result, Medicare payments in the year 
2005 will be lower than they were in 1992, and after adjusting for 
inflation, payments would be reduced by 36 percent from 1992 to 
2005. 

Because the overhead costs of running a physician’s office cannot 
be reduced to offset this cut, ASIM estimates that this will trans- 
late into a 61-percent cut in net payments for a typical midlevel of- 
fice visit. I do not know many primary care physicians who can af- 
ford a cut of 60 percent or more in net revenue from Medicare over 
the next 10 years. Many of my colleagues are already closing their 
practices to new Medicare patients. Those of us who are in our fif- 
ties and have a practice dependent on Medicare, and as you get 
older, your patients get older, and I am in that age group, we are 
thinking more and more about retiring early. When we retire and 
close our practices, who will take care of our Medicare patients who 
are left behind? 

I think it is unlikely that our younger colleagues will choose to 
take on large numbers of Medicare patients knowing that Medicare 
fees are steadily dropping and will barely cover their costs. Those 
who conclude that because there is no widespread access problem 
today there is no reason to fear one in the future remind me of my 
45-year-old patient who smokes three packs a day, drinks a six- 
pack, and says, “I feel fine.” 'The patient may believe and convince 
himself that he is fine, but as his physician I know that the odds 
are overwhelming that the damage being inflicted today will cause 
a medical crisis not too long in the future. 

Likewise, I firmly believe that the damage being inflicted now by 
cutting the Medicare program will lead to an access crisis in the 
near future. Our concerns are exacerbated by flaws in the current 
method for determining these fee updates. ASIM strongly supports 
the commission’s recommendation of a single volume performance 
standard and update for all categories of services. Let me give you 
four good reasons why the current policy of separate categories for 
surgical procedures, primary care services and all other nonsurgical 
services should be changed. 

First, the current policy will magnify and accelerate the access 
problems resulting from budget cuts. Because the conversion fac- 
tors for primary care and other nonsurgical services start out so 
much lower than for the surgical procedures, further cuts will dis- 
proportionately hurt access to primary care physicians. Second, it 
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is contradictory to the intent of the resource-based relative value 
scale. The RBRVS was intended to pay physicians the same 
amount for services that involve equal physician work, but the cur- 
rent policy of different conversion factors has resulted in physicians 
being paid 25 to 30 percent more for their surgical procedures than 
for a nonsurgical service requiring the same amount of work. 
Third, it encourages inefficiency by penalizing some physicians for 
changes in practice patterns that may reduce Medicare expendi- 
tures while rewarding others for reductions in volume over which 
they have no direct control. 

Medicare saves money and patients benefit when physicians can 
substitute less costly nonsurgical treatments for more expensive 
surgical ones. Unfortunately, when nonsurgeons find ways to treat 
patients and avoid the need for surgery under the current policy, 
they are penalized for providing more nonsurgical services. A single 
VPS would reward physicians and encourage us to collaborate to 
control volume rather than the current policy of basing rewards 
and penalties on shifts in the number of services provided in each 
category that have no rational relationship to physician perform- 
ance. 

And fourth, the current policy is overcomplicated. A single VPS 
and conversion factor would be a more important step toward sim- 
plifying the Medicare fee schedule. However, we a^ee with the 
commission that if separate categories are maintained, they should 
be based on recent trends for each category. In conclusion, ASIM 
appreciates the difficulty of reducing the Federal deficit and at the 
same time honoring Congress’ 30-year-old contract with America’s 
elderly which guaranteed access to quality medical care through 
the Medicare program. We recognize the debate on reforming Medi- 
care is imperative, but the purpose should be to develop proposals 
that would guarantee that Medicare remains solvent rather than 
on focusing on short-term cuts. 

For example, ASIM supports creation of a voucher program that 
would expand the health plan choices available to beneficiaries and 
we would be pleased to work with the committee on the develop- 
ment of such a program. Mr. Chairman and members of the suD- 
committee, I would be pleased to answer any questions. Thank you. 

[The prepared statement follows:] 
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Testimony to the Ways and Means Committee 
on the 

1 995 Report of the Physician Payment Review Commission 
by the American Society of Internal Medicine 
March 30, 1995 


Introduction 


My name is Kathy M. Weaver. MD. I am a practicing internist in Portiand, Oregon and President 
of the American Society of internal Medicine. With me is Dr. Alan Nelson. ASIM’s Executive Vice 
President. 

My comments today will focus on two related issues that are addressed in the Commission's 
repori to Congress. Those issues are access to care for Medicare beneficiaries and the methods 
used to determine payments under the Medicare fee schedule. 

Internal medicine is the nation's largest medical specialty. As specialists in adult medical care, 
internists also take care of more Medicare patients than any other specialty. Our members are 
acutely aware of how changes made in Washington affect access to care for their elderly patients. 
They are extremely concerned that the changes made by Congress in 1993 in the way that 
Medicare fee updates are calculated, and any additional changes that may be made by the 104th 
Congress to reduce payments for physician services, will do great harm to the elderly's access to 
medical care, and especially, access to primary care services. 1 will explain in today's testimony 
why wo have reached this conclusion, and present our recommendations for changes that would 
reduce, but not entirely eliminate, the adverse impact on access to internists' services. 

Background on Medicare Fee Schedule Updates 

Under current law. there are three separate volume performance standards (VPSs), or target rates 
of growth, for surgical procedures, primary care seivices. and all other nonsurgical services. 

There are also three separate conversion factors-lhe dollar multiplier which translates resource 
based relative values into fees-for surgical procedures, primary care services, and other 
nonsurgety. Prior to 1993, there were only two separate VPSs and conversion factors, one for 
surgical procedures and one for all other nonsurgery. 

In OBRA 93, Congress amended this to add a category for primary care sen/ices-office, nursing 
home, home, and emergency room visits-in addition to the other two categories. Although the 
creation of a separate primary care category was intended to moderate any adverse impact on 
primary care services of other changes made by OBRA 93 that would lower payments for 
physician services, all services paid under the Medicare fee schedule-including primary care 
services-will begin experiencing payment reductions in the next two years and beyond, as 
explained in detail later in this testimony. The reductions will occur because OBRA 93 also 
tightened the way the VPSs tor all three categories are calculated, by doubling from two to tour 
percent the required "performance standard reduction" that is subtracted from the five year 
historical rate of increase for physician services. The changes made by OBRA 93 were intended 
to slow the rate of growth in physician services. Finally. OBRA 93 increased the maximum 
amount that fees could be reduced in any calendar year. 

Access to Care 


The Commission's report to Congress provides ample reasons to be concerned that access to 
care for the elderly is at risk. The report projects that because of the changes enacted In OBFIA 
93, Medicare fees will start declining in 1997. Acxxjrding to the report, if the volume of physician 
services increases to six percent, under current policy the conversion factors will decline by 
2.2 percent In 1 997, 3.0 percent In 1 998, 3.0 percent In 1 999, 3.0 percent In 2000, 2.7 percent 
In 2001 , 2.5 percent In 2002, and 2.0 percent per year from 2003 to 2005. Even under 
assumptions that volume growth slows down to 3 or 4 percent per year, the Commission projects 
that the conversion factors will begin to decline in 1 997, will experience reductions of 
approximately three percent per year from 1998-2000, and will experience further reductions of 
two percent annually thereafter. The Congressional Budget Office (CBO) has similarly projected 
that the reductions mandated by OBRA 93 will cause an annual reduction in the conversion 
factors beginning in 1997. 

These reductions do not take into account the effects of inflation. If the Inflation rate Is 3 
percent per year from 1996-2005, the reductions (In constant 1996 dollars) In the conversion 
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factors will be approximately 5.2 percent In 1997, 6 percent per year from 1999-2000, and 
between 5 and 5.7 percent per year In 2001-2002 (depending on volume assumptions), and 
another 5 percent per year from 2003 to 2005. 

As a result of the cuts in the conversion factors. Medicare payments In the year 2005 will be 
lower than they were In 1 992, even before the effects of Inflation are taken Into account. The 
Commission estimates that if volume and intensity growth rates rise to six percent, the conversion 
factor would be only $29.84 in 2005, or $23.17 in 1995 dollars (after adjusting tor inflation). For a 
mid-level established patient office visit that In 1995 Is paid $36.38, this would represent a 36 
percent cut In constant 1 995 dollars. 

As bad as this sounds, the impact on physician net revenue from Medicare will be even worse. 

The Medicare fee schedule allocates approximately 40 percent of the payments for each service 
on the fee schedule to the overhead costs of providing the service. For a mid-level established 
patient office visit that is paid $36.38 in 1995. this results in overhead costs of $14.55 per office 
visit. (The Commission has previously reported that the method used to allocate overhead costs 
underestimates the overhead costs of office visits and other evaluation and management services, 
so the estimate of $14.55 overhead per office visit represents a very conservative, low estimate of 
actual overhead). In the year 2005, the same office visit will be paid $23.17 in constant 1995 
dollars. Because the overhead costs are fixed-meaning that the dollar costs of rent, utilities 
and supplies needed to run a physician office will be at least as high In 2005 as In 1995 and 
therefore cannot be reduced to offset the cut In Medicare fees— the net reimbursement to 
physicians for a mid-level office visit In the year 2005 would be less than nine dollars 
($23.17-$14.S5=$a.62), which represents a 61 percent cut In net payments from 1995 to 
2005. 

1 don't know many primary care physicians who can afford a cut of 60 percent or more in net 
revenue from Medicare over the next ten years. Many of my colleagues are already closing their 
practices to new Medicare patients. Those of us who are in our fifties and have a practice 
dependent on Medicare are thinking more and more about retiring early. When we retire and 
close our practices, who will take care of our Medicare patients who are left behind? I think that it 
is unlikely that our younger colleagues will choose to take on large numbers of Medicare patients, 
knowing that Medicare fees are steadily dropping and will barely cover their costs. 

Congress shouid take no comfort in the Commission's chapter that suggests access "appears to 
be good" mid-way through implementation of the Medicare fee schedule. For one thing, there is 
growing evidence that new Medicare patients are having trouble finding primary care physicians. 
Moreover, the Commission's analysis on access is nothing more or less than a snapshot of the 
way things are now. It tells us nothing about how access wili fare two. three, five or ten years 
from now as the cuts mandated by OBFIA 93, plus any new cuts that may be imposed this year, 
take their fuil effect. 

I worry that some may conciude that because there is no evidence of a widespread access 
problem today, there is no reason to lear one in the future. This kind of thinking reminds me of 
the 45 year old patient who smokes three packs of cigarettes and drinks a six pack of beer daiiy 
and says he feels fine. Although my patient may believe (and convince himseif) that he's fine, as 
his physician I know that the odds are overwhelming that the damage being infiicted today will 
cause a heart attack or other medical crisis not too long in the future. Likewise, I firmly believe 
that even though the elderly's access lor now may seem line, the damage being infiicted by 
cutting the Medicare program now will lead to an access crisis in the near future. 

Spending on Physician Services Compared to Other Medicare Expenditures 

Additional cuts in payments to physicians might be understandable if physician lees were out-of- 
control or if we hadn't already been cut more than our fair share. But the fact Is that Medicare 
expenditures for physician services have already dropped from double-dlgH rates In the mld- 
1 980s to only 3 percent In FY 1 994, and are now Increasing at a rate that Is slower than for 
any other category of Medicare spending. Average annual expenditures on physician sen/ices 
increased by only 6.34 percent from 1989-1993, compared to over 60 percent (or skilled nursing 
facilities, 58 percent for hospital outpatient departments, almost 40 percent tor home health, and 
over 12 percent for inpatient hospital sen/ices. Physician services are also a declining portion of 
total Part B expenses: in 1985, physician services constituted 75 percent of total Part B 
expenditures; in 1993, they constituted only 63 percent of Part B spending. Physician services 
have also been cut disproportionately more than other categories of spending: from 1981-1993, 
physician services absorbed 32 percent of the Medicare cuts, even though they constitute only 23 
percent of total Medicare expenditures. 
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My plea to you is to consider the impact of proposed cuts in Medicare on the ability of the elderly 
to continue to have adequate access to physician services. The cuts that were enacted in 1 993 
will soon drive down fees to the point where many physicians, but especially primary care 
physicians, will have no choice but to limit the number of Medicare patients they can afford to 
treat. Additional cuts will threaten the economic survival of physicians who have large Medicare 
practices. Especially since expenditures for physician services have already been cut more-and 
are growing at a much slower rate-than any other category of Medicare spending, there is no 
justification for further cuts that will endanger access to care. 

Medicare Fee Schedule Recommendations 


ASIM's concern about the impact of Medicare cuts is exacerbated by the fact that the current 
formula for determining Medicare fee schedule updates, as modified by OBRA 93, will have a 
greater adverse impact on primary care and other nonsurgical sen/ices than on surgical 
procedures. 

More specifically, the current formula, as modified by OBRA 93 has had two consequences that 
are disadvantageous to primary care and other nonsurgical services. As noted earlier, the 
Tw juciiun in the allowed rate of growth under the volume periormance standards, and the 
increase In the maximum cuts that are possible in any calendar year, will result in payment 
reductions for all services, including primary care and other nonsurgical services. The impact on 
primary care and other nonsurgical procedures, however, will be worse than for surgical 
procedures, because the policy of separate VPSs and targets (and flaws in the way that HCFA 
has calculated the VPSs), have resulted in the conversion factors for primary care and other 
nonsurgical services being much lower than for surgical procedures. 

To correct the flaws that will otherwise worsen the impact on primary care and other nonsurgical 
services, ASIM strongly supports the following recommendations in the Physician Payment Review 
Commission's 1995 Report to Congress: 

A single volume performance standard and update (or all categories of services 
should be adopted. If separate standards and updates by categories of services are 
retained, they should be based on the recent trend In volume and Intensity growth lor 
each category as called for by the Omnibus Reconciliation Act of 1990, and 
differential updates should be In effect (or one year only. 

The 1 04th Congress has pledged to change federal policies that are irrational, inefficient, overly 
complex and contradictory. The existing method for determining the Medicare fee updates and 
VPSs is precisely the kind of irrational, inefficient, complex and contradictory government policy 
that should be changed. Let me give you (our good reasons why it should be changed to require 
a single VPS and conversion factor: 

First, the current method for determining the fee updates and VPSs will magnify and 
accelerate the access problems resulting from budget cuts. The elderly depend on primary 
care physicians for their access into the Medicare system. Primary care is therefore the first place 
where access problems will begin to become evident. The Physician Payment Review 
Commission estimates that under the current formula, the 1 997 conversion factor for surgical 
procedures will be 26.7 percent higher than for primary care services and 29 percent higher than 
for other nonsurgical services. Because the conversion factors for primary care and other 
nonsurgical services start out so much lower than tor surgical procedures, any additional cuts in 
the conversion factors will disproportionately hurt primary care physicians and other medical 
specialists. It is patently irrational to have in place a policy that Is inherently disadvantageous to 
primary care when access to primary care is at the greatest risk of being reduced. 

Second, the method for determining the VPSs and fee updates la Inherently contradictory to 
the Intent of the resource based relative value scale (RBRVS). The RBRVS was intended to 
pay physicians the same amount for services that involve equal physician work. But the current 
policy of different conversion factors has resulted in surgeons being paid 25-30 percent more for 
their surgical procedures than primary care physicians are paid for a non-surgical service 
requiring the same amount of time, mental effort and judgment, technical skill and stress. The 
Commission states that "determining separate performance standards and fee updates for 
different categories of service leads to distortions in the relative payments which no longer refleot 
the resource based relative value scales." The Congressional Budget Office agrees. In its 1995 
report Reducing the Deficit: Soendino and Revenue Potions , the CBO states that 

"(the PPRC's proposal to re-establish resource based relative values for payment rates and 

maintain them by using a single target and update for all sen/ices, eliminating separate 
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targets and updates now existing tor primary care, surgical, and other nonsurgical 
services] would restore the integrity of the resource based relative value scale that was the 
foundation for the Medicare fee schedule, which was put in place to rationalize the basis 
for Medicare’s payment rates. One of the objectives of the MFS was to improve payment 
rates for primary care in reiation to specialists' services, in part because health care was 
expected to be less costly in a system less dominated by specialists. That objective has 
been undermined in recent years by the default update process, which has produced 
higher payment rate increases for specialists’ services than for primary care services ' 

It is precisely the kind of contradictory federal policy exemplified by the VPS method that has led 
to widespread distrust and dissatisfaction with way that Washington does things. Consistency and 
fairness shouid dictate that Congress end this contradiction by adopting the PPRC 
recommendation for a single conversion factor. 

Third, the current method encourages Inefficiency, since It penalizes many physicians for 
changes In practice patterns that may reduce Medicare expenditures while rewarding others 
for reductions In volume over which they have no direct control. Some have argued that the 
policy of maintaining separate VPSs and conversion factors should be supported because it 
’’rewards' surgeons lor reducing volume by more than other physicians. The evidence suggests, 
however, that the reduction in surgical volume is due principally to changes in practice patterns, 
such as the substitution of less expensive forms of treatment by internists for conditions that used 
to require surgical intervention and a predictable reduction in the need lor certain surgical 
procedures. 

One of the objectives of physician payment reform was to encourage physicians to reduce the 
need tor high cost surgical treatments by increasing payments for evaluation and management 
services, such as visits and consultations, and by encouraging the substitution ot less costly 
treatments for more expensive ones. The shift in practice patterns to less invasive outpatient 
treatments that has occurred over the past several years is dramatically lowering the demand for 
surgical procedures. Unfortunately, when non-surgeons find ways to treat patients that avoid the 
need for surgery, they are penalized under the current VPS and update methods for providing 
more services, even though those services allow patients to be treated more efficiently by 
reducing the need for surgery. 

To illustrate, many heart patients that in the past may have eventually required coronary bypass 
surgery can now be treated through medication and careful management by an internist of their 
diets and lifestyles, and when necessary, by a procedure called angioplasty that can clear 
blocked arteries without resorting to more invasive (and costly) bypass surgery. Under the current 
VPS methods, internists and cardiologists are penalized because substituting visits and less 
invasive nonsurgical treatments lor surgery increases the 'volume" of primary care and 
nonsurgical services. Cardiac surgeons receive a reward for the reduction in the number of 
coronary bypass procedures, even though the reduction in volume was due to changes in 
practice patterns over which they had no control. 

Similarly, the Physician Payment Review Commission, citing the Agency tor Health Care Policy 
and Research, reported in 1994 that "Reductions in the volume ot prostate-related procedures 
mostly reflect changes in treatment through increased use ot drugs, less invasive surgical 
procedures, and watchful waiting" (PPRC, Fee Update and Medicare Volume Performance 
Standards for 1995, May 15, 1994). If Congress’ goal is to increase efficiency, it makes absolutely 
no sense to penalize physicians for substituting less costly evaluation and management services 
and other nonsurgical treatments for more costly surgical interventions. 

The evidence also suggests that much of the reduction in surgical volume is due to an inevitable 
'bottoming out" of the number of patients who have a need for cataract surgery and several other 
surgical procedures that experienced explosive growth in the mid-1980s, in the same 1994 report 
from the PPRC that is cited above, the Commission noted that "The period of greatest growth in 
volume for a new medical procedure or technology is often the first few years following 
introduction, largely because it is during this period ot diffusion that patients with existing 
indications are treated along with those newly identified," 

In the mid-1980s, the volume of new technologies such as cataract surgery was growing at 
double-digit rates, because there were tens of millions of patients who needed-and could benefit- 
-trom those treatments. As time has passed, however, the demand tor such procedures has 
naturally declined. As the Commission noted in last year’s report on the 1995 Volume 
Performance Standards: 
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"Cataract lens replacement surgery provides an illustration [of how the demand for 
technology can decrease over time because fewer patients require the procedure]. Lens 
implant improvements and new surgical techniques transformed cataract surgery in the 
19a0s into a safe, rapid, and convenient cure tor cataracts. In 1988, however, the volume 
of catarard surgery began to decline on a per person basis . . . this decline may have 
indicated that the backlog of potential lens implant recipients created by the improved 
surgical technology had largely been depleted. In its 1 990 report, the Commission noted 
that if this hypothesis were correct, the volume of cataract surgery should be expected to 
be level or possibly declined over the next few years. Noting the large percentage of total 
surgical volume associated with cataract surgery, the Commission observed that such a 
reduction in growth of this surgery, if not offset by increases in other types of surgery, 
would substantially reduce the growth of total surgical volume. 

Analysis of Medicare claims data supports the validity of the Commission's prediction. 
Volume of cataract lens replacement services declined by 7.0 percent from 1 992 to 1 993. 
These procedures with other eye-related surgical procedures, continue to account 
for a substantial portion of Medicare expenditures for surgery-currently about 30 percent. 
This decline in cataract surgery has had a substantial impact on growth in total surgical 
v ilume." 


It makes no sense to maintain a policy of separate VPSs that rewards some physicians for 
changes in pracfice patterns over which they have no control, such as the reduction in the 
number of patients needing cataract surgery and the substitution of nonsurgical treatments for 
surgical procedures. 

Nor does it make sense to penalize other physicians for changes in practice patterns that have 
led to increases In the number of nonsurgical treatments lor conditions that in the past would 
have required surgery. The VPS should reward physicians as a whole for taking steps to control 
volume, rather than the current policy of basing rewards and penalties on shifts in the number of 
services provided in each category that have no rational relationship to physician periormance. 

Fourth, the current method Is overly complicated. A single VPS and conversion factor would 
greatly simplify the method of determining Medicare payments. Currentiy, HHS must calculate 
three separate VPSs, monitor expenditure trends in each category, ahd determine three separate 
doilar muitipliers, which are then transmitted to each Medicare carrier lor use in calculating what is 
in essence three different fee schedules, depending on the type of service being billed, By 
contrast, under a single conversion factor, all resource based relative values would be multiplied 
by the same dollar multiplier. Physicians would know and be able to collectively respond to the 
same VPS (target rate of growth), and there would be no possibility of physicians being unfairly 
rewarded or penalized because of the substitution of one kind of medical treatment for another. 

The 104th Congress has rightly called for simplification of government rules. Moving to a single 
VPS and conversion factor would be one impodant step toward reducing the complexity ot the 
Medicare fee schedule. 

There is one other argument that has been offered in support ot maintaining the current policy of 
separate VPSs that must be addressed. The argument made by some is that Congress should 
not eliminate the separate VPSs because this would be inconsistent with the intent of the 1 989 
law. But Congress never intended for the provisions of the 1989 law to be inviolate, and has in 
fact modified fhem on numerous occasions since then. The 1989 law specifically provided tor a 
five year transition to the full Medicare fee schedule payment rates because Congress wanted the 
opportunity to enact "mid-course" corrections. Since then, Congress has changed the law by 
reducing the updates (OBRA 90 and 93), increasing the performance standard reductions and 
lowering the floor on minimum updates (OBRA 93), mandating reductions in practice expenses for 
procedures determined to be overvalued (OBRA 93), and mandating development and 
implementation of a resource based method for determining practice expenses (1994). The 104th 
Congress will likely be considering other major changes in the Medicare fee schedule. There is 
no reason that Congress should feel any greater obligation to preserve the policy of separate 
VPSs and updates than it has for other parts ot the 1989 law. Further, Congress also made a 
promise in 1989 to pay physicians the same amount for services requiring equal work and to 
create incentives for primary care. That commitment is being violated each year that the separate 
VPSs and conversion factors are allowed to continue. 

ASIM strongly urges Congress to adopt the Commission's recommendation for a single VPS and 
conversion factor for all senrices. A single VPS for all services should be required for fiscal year 
1996. Budget neutral adjustments should be made in the current separate conversion factors until 
a single conversion factor is attained tor all services. The Commission suggests that this might 
be accomplished by establishing differential updates that would bring each category to a common 
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conversion factor. We believe mat a shift to a single conversion factor should be accomplished 
as expeditiously as possible, since we see no reason or justification for a lengthy transition period 
to a single conversion factor. 

Other Changes in the VPSs 

Although ASIM's strong preference is for a single VPS and conversion factor, we agree with the 
Commission's recommendation that it separate categories are maintained, they should be based 
on the recent trends in volume tor each category, as required by OBRA 90, and the differential 
updates should be in effect for one year only. The PPRC argues that: 

"The distortion of relative payments is further exacerbated by the method the Health Care 
Financing Administration uses to determine the performance standards under the default 
formula. Although OBHA 90 requires the use of separate five-year historical trends to 
estimate the growth in volume and intensity lor each category of senrice, HCFA uses a 
single historical trend in volume and intensity growth for all services combined. As a 
result, the performance standard for each category of service reflects a single pooled 
historical trend in volume and intensity growth rather than the grovdh lor that particular 
category of service. Using a single pooled trend instead of separate trends leads to more 
favorable updates for the category with the lowest volume and intensity growth. For this 
category, the pooled historical trend results in a higher target than it would have had 
otherwise. When the conversion factor update is determined two years later, the separate 
expenditure growth rate for this category of service is compared to the target based on the 
pooled historical trend . . . Use of a pooled historical trend therefore leads to an ever- 
increasing distortion in relative payments across sen/ice categories. In 1995, for example, 
payments tor surgical procedures are $39.42 per RVU, while those for primary care are 
$36.38 and other nonsurgical senrices, $34.62. This discrepancy . . . becomes systematic 
because most surgical services, which have the lowest five-year historical trend in volume 
and intensity growth, in most years will compare favorably to the pooled historical trend 
and thus get higher updates than are warranted. Eventually, the discrepancy between 
surgical services and primary care services may become large enough to erase the 
relative gains for primary care and other evaluation and management services that 
were Integral to physician payment reform.’ (Emphasis added by ASIM). 

ASIM and 22 other primary care and medical specialty groups recently wrote to HCFA and urged 
that it follow the requirements of OBRA 90 by withdrawing the 1995 VPS, published in December 
1994, and recalculating and republishing it based on separate volume trends tor each category: 
propose default fiscal year 1 996 VPSs that are based on separate volume trends lor each 
category; and make a recommendation to Congress on calendar year 1 996 conversion factor 
updates that would bring the conversion factors to the levels that would have occurred had HCFA 
followed the OBRA 90 requirements for the 1993 and 1994 VPSs. it separate VPSs are 
maintained, we strongly urge Congress to direct HCFA to use separate volume trends, as required 
by OBFIA 90, and to enact updates tor calendar year 1996 that would bring payments to the levels 
intended under the OBRA 90 policy. 

The Commission has also proposed that the current formula -live year historical trends minus a 
four percent performance standard reduction-be replaced by per capita GDP, plus an additional 
factor of one or two percent. Although ASIM has strong reservations about the concept of linking 
growth In expenditures on physician services to the performance of the economy as a whole, we 
believe that the Commission's recommendation may be preferable to the current formula as 
modified by OBRA 93. The Commission makes a persuasive case that the current formula will 
result in annual reductions in payments for the foreseeable future, because 

"under any scenario that projects a steady rate of volume and intensity growth, such as 
the slowdown to 3 percent and 4 percent, the five year historical trend used to determine 
the VPS equals the actual trend. The default formula tor the VPS, however, continues to 
deduct four percent. The update to the conversion factor, therefore, would remain -2 
percent indefinitely . . . Regardless of the eventual level of growth in volume and Intensity, 
these reductions would persist as long as there was no change in the rate of growth." 

The Commission believes that its recommendation to convert to a GDP plus one or two 
percentage point default formula would result in increased expenditures, and therefore would not 
be budget neutral. It suggests that budget neutrality could be maintained by making a one-lime 
reduction in the 1996 conversion factors. ASIM believes that if budget neutrality rules require that 
the current conversion factors be reduced, this change should be accomplished in a manner that 
does not further distort the RBRVS and that is consistent with the objective of moving to a single 
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conversion factor for all services, such as by reducing the surgical conversion factor by more than 
the primary care and other nonsurgery conversion factors. 

ASIM opposes the Commission's recommendation that the VPSs be made cumulative. This would 
mean that changes in payment levels would reflect whether total actual spending had exceeded 
targeted spending since a base year. Since this change has the potential of greatly magnifying 
any of the reductions that otherwise may occur, it should not be accepted by Congress. 

Future of the Physician Payment Review Commission 

It Is our understanding that Congress may be considering eliminating authorization or funding tor 
the Commission or consolidating its functions with those of other advisory bodies. Although ASIM 
has not always agreed with the Commission's recommendations, we do believe that it has 
provided valuable, objective, and independent advice to Congress. The 1994 PPRC report to 
Congress shows how important the Commission's analysis is in framing the decisions that need to 
be made on the Medicare fee schedule. The Commission has also provided a means for 
physicians to express their views on Medicare fee schedule issues without having to take our 
case directly to Congress. Eliminating the functions of the Commission in Its entirety would force 
Congress to rely more on analysis by HCFA and the administration, which inevitably is attected by 
the administration's political agenda, and may reduce the input physicians have Into decisions 
that affect payments for their services. 

ASIM understands the need for Congress to reduce spending, but would prefer that the PPRC 
continue to receive full funding and be preserved as a separate, independent advisory group to 
Congress. But if changes are made, we urge the Ways and Means Committee to assure that the 
essehtial functions of the Physician Payment Review Commission-providing an independent 
source of advice and analysis on technical Medicare fee schedule issues, with strong physician 
representation and input-are not lost in the desire to consolidate functions or reduce 
expenditures. 

Conclusion 


ASIM appreciates the opportunity to present testimony to the Ways and Means Committee. We 
fully understand the magnitude-and difficulty-of the responsibilities you've accepted. Reducing 
the federal deficit and simplifying government rules and programs are admirable objectives, and 
ones in which you will have the support of the medical profession. As you act on the Contract 
with America, we believe it is essential that Congress also honor the Contract with America's 
elderly-which promised continued access to affordable care-that was made by your 
predecessors when Medicare was enacted thirty years ago. 

We urge that you not enact turther cuts payments lor physician services because of our concern 
that access will suffer as a result. We believe that since expenditure growth on physician sen/ices 
is already much lower than any other category of Medicare spending, there is no justification for 
seeking additional cuts in this area. If additional cuts are enacted, they should be focused on 
areas that are having more explosive growth, provided that savings can be achieved without 
sacrificing access, and extreme care must be taken to assure that any cuts that may be made in 
payments for physician services do not further distort the resource based relative value scale (i.e. 
they should close-not widen-the gap between surgical procedures and primary care and other 
nonsurgical services). 

ASIM recognizes that a debate on reforming Medicare is imperative. Virtually all experts agree the 
program cannot remain solvent for much longer. The focus of such a discussion should be on 
developing a package of proposals that would guarantee the continued solvency of the program, 
rather than on short-term cuts that would ask beneficiaries and physicians to contribute more than 
their fair share to deficit reduction or financing tax cuts. For this reason, we do not advocate 
increases in beneficiary cost-sharing If the savings are to be used for purposes other than 
maintaining the long-term solvency of Medicare. ASIM would support changes in beneficiary 
contributions and adjustments In the age of eligibility as part of a balanced plan to preserve 
Medicare solvency. 

ASIM also supports creation of a voucher program that would expand the health plan choices 
available to beneficiaries, and would be pleased to work with the Committee on the development 
of such a program. Over the next several months, we intend to develop detailed 
recommendations for your consideration on how to expand choices for Medicare patients while 
continuing to assure access to high quality care. 
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Finally, if other changes are insufficient to assure the continued viability of Medicare, it may be 
necessary to initiate a process for putting priorities on the benefits available under the program. 
As an internist from Oregon, the only stale that has attempted to do this tor its Medicaid program, 
I can tell you that such a process can work and enjoy broad support from the public and the 
medical profession. 

I'd be pleased to answer any questions from the committee. 
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Mr. McCrery. Thank you, Dr. Weaver. 

I would like to thank all the members of the panel who were 
kind enough to appear before the subcommittee today. Unfortu- 
nately, we have a vote on the floor in which we have about 3 or 
4 minutes left to get over there to vote, and then we have a series 
of 5-minute votes following this one. So all of your written testi- 
mony will be made a part of the record. 

Dr. Weaver. Thank you. 

Mr. McCrery. Once again thank you very much for appearing 
before us today. We will look forward to working with you further 
as we go through some difficult times ahead in terms of our Medi- 
care system and our health care system generally. We look forward 
to sharing our views with you 

Dr. Weaver. Thank you. 

Mr. McCrery [continuing]. And hearing more of yours in the fu- 
ture. Thank you. 

[Whereupon, at 12:10 p.m., the hearing was adjourned.] 

[Submissions for the record follow:] 
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STATEMENT OF THE AMERICAN SOCIETY OF CLINICAL ONCOLOGY 
IN RESPONSE TO RECOMMENDATIONS OF 
THE PHYSICIAN PAYMENT REVIEW COMMISSION 


Interest of ASCO 

The American Society of Clinical Oncology (ASCO) represents more than 
9,300 physician researchers involved in cancer treatment and research. Many ASCO 
members participate in the e«ensive clinical trials network established under the 
auspices of the National Cancer Institute (NCI). Treatment given in the context of high 
quality, peer-reviewed clinical trials like those sponsored by NCI often represents the 
best available care for patients diagnosed with life-threatening cancer. 


Position of Third-Pytv Pavers on Investigational Theranv 

Many third-party payers, both public and private, exclude from coverage 
patient care costs incurred in connection with clinical trials. As a result, clinical 
investigation is deterred, appropriate reimbursement is frequently denied, and patients 
with serious or life-threatening disease are deprived of the best available care. 
Automatic exclusion from coverage of investigational therapy for critically ill patients 
represents a form of insurance abuse that denies policyholders (and in the case of 
Medicare, beneficiaries) the value of their insurance. 


Problems with PPRC Recommendation 

Rather than recognize that investigational therapy is an integral part of 
care for many cancer patients, the Physician Payment Review Commission (PPRC) 
suggests that some - but not all - research should be financed through a separate 
budget specifically designed for that purpose. This approach denies the value of 
investigational therapy for cancer patients and creates opportunity for disparate 
treatment of similarly situated beneficiaries. At least in cancer care, clinical investigation 
is not an unnecessary adjunct to standard therapy, but instead is a reasonable alternative, 
and one that is as likely to be successful for a patient with life-threatening disease as 
standard care. 


ASCO Recommendation 

ASCO has long recommended that third-party payers, including Medicare, 
provide reimbursement for all patient care costs incurred in those clinical trials when all 
of the following is demonstrated: 

■ Treatment is provided with a therapeutic intent-'''; 

■ Treatment is being provided pursuant to a clinical trial which has 
been approved by the National Cancer Institute (NCI), any of its 
cancer centers, cooperative groups or community clinical oncology 
programs; the Food and Drug Administration in the form of an 
investigational new drug (IND) or investigational new device (IDE) 
exemption; the Department of Veterans Affairs; the Department of 
Defense; or a qualified nongoverrunental research entity as 
identified in the guidelines for NCI cancer center support grants 
(such as the American Cancer Society or the Leukemia Society of 
America); 


J/ Treatment with a therapeutic intent may be aimed at improving patient outcome 
relative to either survival or quality of life. 
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■ The proposed therapy has been reviewed and approved by a 
qualified institution^ review board (IRB); 

■ The facility and personnel providing the treatment are capable of 
doing so by virtue of their experience or training; 

■ There is no noninvestigational therapy that is clearly superior to the 
protocol treatment; and 

■ The available clinical or preclinical data provide a reasonable 
expectation that the protocol treatment will be at least as efficacious 
as noninvestigational therapy. 

This recommendation was reflected in a number of health care reform 
proposals introduced in the 103rd Congress. We believe that imposing the ASCO 
standard as a requirement will advance medical research and improve patient care at 
little or no incremental cost in most cases. 
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Speech-Language- 

Hearing 

Asscxtiation 


Statement 
of the 

American Speech^Language-Hearing Association 
to the 

Committee on Ways and Means 
Subcommittee on Health 

For the Record of the Public Hearing - March 30, 1995 

SubmiUed April 13, 1995 

Re; 1995 Annual Report to Congress 
Physician Payment Review Commission 


The American Speech-Language-Hearing Association (ASHA) represents more than 75.000 
audiologists and speech-language pathologists, most of whom are qualified to render Medicare- 
covered services. ASHA appreciates this opportunity to comment on the 1995 Annual Report to 
Congress of the Physician Payment Review Commission (PPRC). 


Medicare Payments to Noo-Physidans. ASHA was concerned that the 1995 report ccmlained 
little or no discussion regarding payment to non-physicians such as audiologists, nurse 
practitioners and psychologists. While these services do not represent a large percentage of total 
Medicare expenditures, thousands of practitioners are affected. ASHA has voiced strong 
concerns to the Health Care Financing Administration (HCFA) that gross inequities are created in 
the payment system because some professions are not paid from the professional component or 
(work relative value units or RVWs). This practice totally excludes a portion of the tee schedule 
from independent practitioners even though the non-phy.sician provides the total service. HCFA 
is currently examining the legality of recognizing additional professions in the work component. 
The PPRC should be calling for legislation, if necessary, to allow non-physicians (such as 
audiologists and psychologists) to be paid on an equal categorical status with other non-physicians 
(such as physical therapists and occupational therapists) that are paid from RVWs ASHA 
believes that the statute regarding the resource-based relative value scale should he amended so 
that non-physicians providing covered services are appropriately reimbursed 


Medicare HMOs - Inadequate Rehabilitation Services (Chapter 5). The PPRC i.s clear in its 
understanding that "HCFA execute.s annual conu-acts with HMOs and CMPs to provide ^ 
Medicare-covered services for enrolled beneficiaries (both Part A and Part B) . . . "(p.90) 
{emphasis addedl. This full range of services is required by 42 CFR 4l7.4I4(b)(!): 

an organization [HMO/CMPJ must furnish to its 
Medicare enrollecs (directly or through arrangements 
with others) all the Medicare services to which those 
enrollees are entitled that are available to Medicare 
beneficiaries who reside in the organization's geographic 
area but arc not enrolled in the organization. 

It is of concern to ASHA that no reference is made to data that shows that the full scope of 
Medicare coverage is often not provided. ASHA has received reports of services in Medicare 
HMOs curtailed dramatically below the Medicare medical review guideline standards for 
reasonable and necessary speech-language pathology services. Such abuse should he investigated 
as it probably occurs in other covered areas as well 
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Improving Medicare Coverage Dedsions (Chapter 6). The Subcommittee on Health should 
know that PPRC's call for standardization of coverage policies applies to fiscal intermediaries as 
well as carriers. The statement, "Coverage policies can differ because criteria and processes for 
making them vary among carriers (p.ll9),* equally applies to intermediaries. ASHA joins in 
PPRC’s support for more coverage decisions at the national level based on formal technology 
assessments. The Office of Health Technology Assessment has an annual budget that permits 
only five full-time staff, a severe limitation. This limitation has resulted in the absence of a 
formal evaluation of a cost-effective alternative to a radiologic procedure used to evaluate 
swallowing disorders. ASHA is concerned becau^ some carriers consider the alternative 
fibreoptic procedure to be "expcrimeniar’ or "investigational," absent a national coverage 
decision. This will often result in a higher expenditure for the radiologic procedure. 


Medicaid Demonstration Programs (Chapter 8). Regarding waivers granted under Section 
1 1 15 of the Social Security Act, the report criticizes some demonstrations for lacking merits such 
as adequate planning and appropriate systems to monitor access, quality and marketing. ASHA 
members have substantiated much more severe shortcomings. In particular, HCFA shc^uld be 
questioned on how its own policies and procedures could allow the TennCare program to be 
implemented with such gross inadequacies regarding information and services not available to 
beneficiaries. This includes TennCare’s reluctance to deliver comprehensive services under the 
Early and Periodic Screening, Diagnosis and Treatment (EPSDT) program (ages 0-20) even 
though EPSDT requirements were not waived by HCFA It is hoped that revised procedures are 
in place at HCFA to prevent .such failures from occurring again. 
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Statement of 

the Association of American Physicians and Surgeons 
to the Subcommittee on Health 
of the House Ways and Means Committee 

With Reference to: Recommendations of the Physician’s Payment Review Commission presented 
on March 30, 1995 


The Association of American Physicians and Surgeons was founded in 1943 to preserve 
and promote private medicine and the sanctity of the patient-physician relationship. 

The AAPS recognizes the need to cut back on government subsidies. As predicted, they 
are bankrupting the nation. We are not requesting preferences for our members. 

With respect to physician payment, AAPS takes the position that it is pointless to revise 
the Resource-Based Relative Value Scale because it is fundamentally flawed in concept, 
practice, and result. Instead, we propose alternate solutions to our dual problems of spiraling 
expenditures combined with restrictions on medical care. 

Problems with the Resource-Based Relative Value Scale (RBRVS) 

The concept of the RBRVS is that of the Marxist Labor Theoi 7 of Value, i.e. that the 
value of the service depends only upon the cost of production. This idea has been thoroughly 
discredited (for example, in its related form of "comparable worth"). 

Even if this theory were correct (it is wrong to the point of absurdity), the RBRVS is 
flawed in practice because it cannot accurately calculate the cost of production. The tables of 
costs are derived from subjective evaluations by a small panel, data (such as apartment rents) 
that may be completely inapplicable, and arbitrary extrapolations. The tables disregard 
variations in cost due to location, type of practice, individual abilities and training of the 
practitioner, individual complexity of the patient’s case, and uncontrollable flucmations in the 
marketplace for goods and services. Even if the data could be vastly improved, the tables of 
values would still give an erroneous price in every single individual instance because they are 
based on broad averages. 

The result of the RBRVS is to restrict the provision of medical services. This is because 
the RBRVS is not simply a flawed means of calculating government reimbursement for 
Medicare beneficiaries. Rather, it is combined with restrictions on balance billing and thus 
imposes price controls on medical services rendered to all Medicare beneficiaries (as well as 
to retirees under the FEHBP). Like every example of price controls imposed over forty 
centuries of recorded history, it inevitably leads to market distortions, with shortages, dilution 
of quality, corruption, and destruction of incentives for excellence and progress. 

Restrictions on Medical Care 

Surveys undertaken by the PPRC have been cited to show that care is "still" available 
to Medicare beneficiaries. However, it is misleading to say that "only" 4% of patients had 
difficulty obtaining medical care and 0.3% of patients surveyed had difficulties finding a new 
physician. At any given time, most Medicare beneficiaries are either healthy or already under 
the care of an established physician. In addition, patients may not be aware of services that a 
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physician might have offered in a free market but simply fails to mention when he knows he 
cannot provide them without incurring a loss. 

Furthermore, many physicians are in a marginal situation. A slight increase in the 
pressures that they have so far managed to endure eould lead to a sudden increase in retirements 
or dramatic changes in practice patterns. 

Testimony before this Subcommittee by the American Academy of Family Physicians 
stated that in some locations more than 35% of family physicians are not accepting Medicare 
beneficiaries. We believe the problem is actually far worse than that. In a 1993 survey by 
AAPS (see below), 60% of respondents reported restricting services to Medicare patients in 
some way, even if they did accept some new Medicare patients, 

A Washington State survey conducted by AAPS of statewide physicians showed that 
about one quarter contemplated leaving the slate or the practice of medicine if they were forced 
into government-run managed-care programs. 

Proposed Solutions 

Solutions must look beyond fine-tuning of the RBRVS. AAPS proposes the following 
for consideration: 

*■ Allow and encourage private insurance alternatives. 

AAPS believes that the long-term solution to the problem is to enable most younger 
persons to fund their own retirement medical insurance without being forced into government 
dependency. This means that market-based alternatives to Medicare must be allowed to 
develop, the burden of taxation must be eased, and savings mechanisms (such as Medical 
Savings Accounts) must be encouraged. Savers must be confident that the fruits of their 
prudence will be protected from governmental "recapture." 

» Establish fiscal solvency for Medicare. 

In order to preserve fiscal solvency of Medicare for those who are already dependent 
upon it, the demands on the program must be diminished. The only way to accomplish this 
without severe rationing (which will lead to the functional equivalent of involuntary euthanasia) 
is to allow private contracting and balance billing. The private marketplace could then partly 
compensate for the distortions that occur in any governmcntally fixed reimbursement system. 

» Minimize fraud and abuse. 

Fraud and abuse are believed to be rampant. Draconian enforcement cannot eliminate 
this problem, not even by terrorizing all practitioners and depriving them of their constitutional 
rights. The current system rewards and facilitates fraud and abuse. Until the easy profits are 
removed, the skillful gamers of the system will thrive. Medicare should stop paying providers 
directly and should reimburse patients only. 

» Reduce regulatory and administrative cost. 

To enable physicians to serve patients at a more reasonable cost, the government should 
immediately repeal all regulations that serve no demonstrable purpose of protecting public 
health. This includes regulations under the Clinical Laboratory Improvement Act and the 
Occupational Safety and Health Administration, other than those that have been scientifically 
shown to produce benefits justifying their cost. 

Medicare must also reduce the tremendous clerical costs incurred in the claims-filing and 
documentation requirements. Many of these costs would be eliminated if payments were to be 
made only to beneficiaries. In addition, the system could be greatly simplified by increasing 
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patient deductibles while eliminating the copayment requirement. No claims need be filed until 
(and unless) the deductible is exceeded. After that point, Medicare should pay an indemnity 
for services. (The PPRC could continue to advise on the amount of the indemnity, preferably 
by some means other than the flawed RBRVS.) The patient would be responsible for the 
balance, which could be less than 20% (even 0%) or more than 20%, depending on the 
individual circumstances of both patient and provider, and determined without the need for 
costly and intrusive bureaucratic intervention. 

Conclusions 

AAPS states no opinion regarding the specific amount that any physician should be paid; 
in a free market, payments may be determined only by the provider and the recipient of a 
service. We do note that members report receiving on the average about 50% of the usual price 
when caring for a Medicare beneficiary, and that this must inevitably have an impact on the 
quality and availability of service. 

We expect that the implementation of the suggestions above would lead to a substantial 
drop in Medicare expenditures, with preservation or improvement in the quality of care. 


Attachment: Survey of physicians’ response to Medicare 
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Responses to AAPS survey on attitudes toward Medicare and its impact on patient care. About 
3000 questionnaires were distributed, with self-addressed, nonstamped envelope, and 480 were 
returned by the time responses were tallied, if the same question was asked in 1990, the response 
at that time is tallied for comparison. (Compiled May, 1993) 


Question % positive responses (% who circled option or answered "yes") 




1993 all 

1993 FP.IM 

1 993 surg 

1990 



(N=480) 

(N = 209) 

(N = 116) 

(N = 922) 

1. 

Accept new Medicare pis? 





A 

prefer 

1 

0 

3 

8 

B 

same basis as others 

56 

43 

75 

67 

C 

special circumstances only 

30 

37 

19 

17 

D 

not at all 

12 

19 

3 

8 

2. 

Restrict services to Medicare pts? 

51 

60 

41 

16 


If services restricted, why? 





A 

Limits on balance billing 

58 

58 

63 


B 

Cut in reimbursement 

71 

74 

83 


C 

Physician must submit claim 

45 

46 

46 


D 

New coding requirements 

40 

45 

40 


E 

Hassles and threats from Medicare 

71 

71 

69 


3. 

Have you received: 





A 

Refund demand (service "unnecessary") 

38 

48 

31 

36 

B 

Refund demand for coding errors, etc. 

39 

40 

39 

NA 

C 

Notice of "substandard quality* 

5 

8 

6 

8 

D 

Sanction threat 

15 

20 

17 

21 

4. 

Any difficulty making referrals? 

37 

36 

35 


5. 

Consider retiring earlier than you 






would have thought possible 5 yrs ago? 73 

70 

74 

74 

6. 

Your position on caring for Medicare- 
eligible patients outside the system: 





A 

Oo offer, or plan to offer such care 

22 

25 

19 


B 

Would like to work outside system but 
fear government reprisals 

56 

54 

59 


C 

I'd do it but patients uninterested 

15 

15 

18 


0 

Oppose this option 

2 

4 

0 


7. 

Mean number of years in practice 

21 

22 

19 

21 

8. 

Mean percentage of practice that involves 





Medicare 

33 

34 

38 


9. 

Percentage of regular fee received in 
caring for a Medicare patient 

49 

53 

54 

61 
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MEDICARE END-STAGE RENAL DISEASE 
(KIDNEY FAILURE) PROGRAM 


MONDAY, APRIL 3, 1995 

House of Representatives, 

Committee on Ways and Means, 

Subcommittee on Health, 

Washington, DC. 

The Subcommittee met, pursuant to call, at 10 a.m., in room 
1100, Longworth Hause Office Building, Hon. Bill Thomas (Chair- 
man of the Subcommittee) presiding. 

[The advisory announcing the hearing follows:] 
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ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON HEAUTH 

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3943 

March 27, 1995 
No. HL-8 


THOMAS ANNOUNCES HEARING ON 
THE MEDICARE END-STAGE RENAL 
DISEASE (KIDNEY FAILURE) PROGRAM 

Congressman Bill Thomas (R-CA), Chairman of the Subcommittee on Health of the 
Committee on Ways and Means, today annofnced that the subcommittee will hold a hearing 
on the Medicare end stage renal (kidney failure) disease program. The bearing will take 
place on Monday, April 3, 1995, in the main committee hearing room, 1100 of the 
Longworth House Office Building, beginning at 10:00 a.m. 

Oral testimony at this hearing will be heard from invited witnesses only. However, 
any individual or organization not scheduled for an oral appearance may submit a written 
statement for consideration by the Committee and for inclusion in the printed record of the 
hearing. 


BACKGROUND : 

Medicare covers individuals who suffer from end stage renal disease (ESRD) if they 
are insured under the Social Security program or are the spouse or dependent of a person 
insured under Social Security. 

ESRD is fatal without treatment, which is either transplantation or dialysis. Successful 
transplants more than doubled between 1980 and 1992 in the general population due to the 
introduction of cyclosporine, an effective immunosuppressive drug. In 1991, there were over 
4,600 transplants performed on Medicare ESRD patients. Nonetheless, dialysis remains the 
primary treatment due to a shortage of kidneys available for transplantation and medical 
factors which make transplantation unsuitable for certain patients. 

In 1995, there are approximately 200,000 Medicare beneficiaries with ESRD, up from 
97,200 in 1985. Medicare spending for ESRD patients will total $8 billion, or $38,900 per 
beneficiary. In 1985, Medicare spent $2.8 billion on ESRD beneficiaries, or $29,000 per 
beneficiary. 

In armouncing the hearing. Chairman Thomas stated: "The Medicare program has 
saved thousands of lives for persons suffering from end stage renal disease and wilf continue 
to do so in the future. I believe the subcommittee has a responsibility to make sure the 
program continues to meet its objectives in a cost-effective marmer. 1 am anxious to hear 
from the Administration and the experts about the quality of care provided to patients, and the 
applicability of capitation and managed care to this portion of the Medicare program." 


FOCUS OF THE HEARING : 

The hea"ng will focus on oversight of the Medicare ESRD program, examining trends 
in costs, beneficiaries, and the number and organization of providers, as well as changes in 
medical practice patterns and the quality of care provided to beneficiaries. In addition, the 
hearing will examine current and alternative payment policies and how the ESRD program 
may fit into a broader reform of the Medicare program. 
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DETAILS FOR SUBMISSION OF WRITTEN COMMENTS: 


Any person or organization wishing to submit a written statement for the printed 
record of the hearing should submit at least six (6) copies of their statement, with their 
address and date of hearing noted, by the close of business, Monday, April 17, 1995, to 
Phillip D. Moseley, Chief of Staff, Committee on Ways and Means, U.S. House of 
Representatives, 1102 Longworth House Office Building, Washington, D.C, 20515. If those 
filing written statements wish to have their statements distributed to the press and interested 
public at the hearing, they may deliver 200 additional copies for this purpose to the 
Subeommittee on Health office, room 1 136 Longworth House Office Building, at least one 
hour before the hearing begins. 


FORMATTING REQUIREMENTS : 

Iwb atataoiot pratMtad for ptlndaf td ttaa CanmlOH by a wltaeat, aay wiittaa atatamant or aihlblt fnbmlttad for tba pilnud record 
or aoy vrlnaa eofflmaata la reapoaaa to a reqaoat for wrtoan coofflaota mut eocrmi (o Iba pUdallaea Uitad bale*. Aay ataiaaoBt or 
azhlblt DOt la eoapUaaea with tbaaa (oldallnaa will aot ba pristad. bat wUl ba malatalaad la tba Coaualttaa fUao for ravlow aad oaa by tba 
Cnmmlttaa 

1. All atatanaata aad any aceoaipaayiac aiUblta (« priotUf meat ba typed la alafla apace oa lefal-alza paper aad may not 
azBoed a total of 10 pafea laeladlac atiaetamaata. 
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ochx form 

Note: All Committee advisories and news releases are now available over the Internet at 
GOPHER.HOUSE.GOV, under ’HOUSE COMMITTEE INFORMATION’. 
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Chairman Thomas. The Subcommittee will come to order. 

Welcome to the Health Subcommittee hearing on the Medicare 
ESRD, End-Stage Renal Disease, ProCTam. ESRD is unique within 
Medicare. It is the only disease which triggers Medicare coverage 
at any age. There is no disputing this program’s dramatic and posi- 
tive results in the lives of ESRD patients. 

Medicare coverage of dialysis and other treatments has spared 
hundreds of thousands of Americans from premature death. We 
must not lose sight of that profound accomplishment. 

Because the ESRD Program is unique within Medicare, I think 
we have a tendency to overlook it, but we shouldn’t because it is 
a very significant and important program. In 1995 Medicare is ex- 
pected to spend nearly $8 billion, or over 4 percent of all total 
spending on over 200,000 ESRD patients. That is about $40,000 
per beneficiary. 

Today’s hearing is intended to meet several objectives. First, the 
Subcommittee needs an overview of the program and how well it 
is meeting its objectives. What are the treatments for ESRD pa- 
tients and how has treatment changed over time, if in fact it has? 
What are the trends in terms of costs and numbers of beneficiaries? 
What is the quality of care provided to patients? What are the cur- 
rent payment policies for dialysis and other treatments, and are 
there alternatives that should be explored? 

Second, this Subcommittee is going to examine opening up the 
Medicare Program to more coverage choices for the beneficiaries, 
much like employers in the private sector have done to enhance 
competition, improve quality, and reduce costs. We need to explore 
how the ESRD Program may or may not fit into such an approach. 

I look forward to hearing from our witnesses, but prior to that, 
I would recognize my collea^e from California, Mr. Stark. 

[The prepared statement follows;] 
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STATEMENT OF CHAIRMAN THOMAS 
HEARING ON THE MEDICARE END-STAGE RENAL DISEASE 
(KIDNEY FAILURE) PROGRAM 
APRIL 3, 1995 


Welcome to the Health Subcommittee hearing on the Medicare 
End-Stage Renal Disease, or ESRD, program. 

ESRD is unique within Medicare. It is the only disease which 
triggers Medicare coverage at any age. 

There is no disputing this program’s dramatic and positive results 
on the lives of ESRD patients. Medicare coverage of dialysis and other 
treatments has spared hundreds of thousands of Americans from 
premature death. We must not lose sight of that profound 
accomplishment. 

Because the ESRD program is unique within Medicare, I think we 
have a tendency to overlook it. But we shouldn’t, because it is a very 
significant and important program. In 1995, Medicare is expected to 
spend nearly $8 billion, or over 4% of all total spending, on over 
200,000 ESRD patients. That’s about $40,000 per beneficiary. 


Today’s hearing is intended to meet a couple of objectives. 

First, the Subcommittee needs an overview of the program and 
how well it is meeting its objectives. What are the treatments for ESRD 
patients, and how has treatment changed over time? What are the trends 
in terms of costs and numbers of beneficiaries? What is the quality of 
care provided to patients? What are the current payment policies for 
dialysis and other treatments, and are there alternatives that should be 
explored? 

Second, this Subcommittee is going to examine opening up the 
Medicare program to more coverage choices for the beneficiaries, much 
like employers in the private sector have done to enhance competition, 
improve quality, and reduce costs. We need to explore how the ESRD 
program may or may not fit into such an approach. 

I look forward to hearing from our witnesses. 
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Mr. Stark. Thank you, Mr. Chairman. 

I want to congratulate you for holding this hearing. The ESRD 
Program has been a success and literally saved, I suppose, millions 
of lives, but the program is fraying around the edges. I think that 
a comprehensive approach to the treatment of this disease could 
easily improve the quality of care and save money. We ought to re- 
form the payment system, perhaps through a capitation method, 
and that ought to make the dialysis centers a little more anxious 
to ensure that hospitalization isn’t necessary, and that where ap- 
propriate, we should see that patients receive transplants or are 
treated at home, with a caveat that treatment at home, I think, 
ought to be done in only the most extreme conditions. 

While reform holds great promise, I think we have to be very 
careful. This is a vulnerable population, literally and figuratively, 
and underservice can quickly lead to death. 

In March the Health and Human Services Inspector General is- 
sued a report that two-thirds of the ESRD and disabled persons in 
HMOs wanted to leave the HMO — ^but they felt they couldn’t. They 
really felt trapped in them. They are twice as likely as senior en- 
rollees in HMOs to say that the HMOs have hurt their health. 
They are twice as likely to complain, but those are the figures we 
are getting. 

To date, capitated plans have not managed the ESRD patients 
well. HCFA, the Health Care Financing Administration, is about to 
begin a demonstration project to test whether some form of capita- 
tion might work, and more importantly, what quality measures we 
need to ensure we don’t kill the patients. We can’t cut comers in 
reforming this program, and I think we should wait to see what the 
demonstration shows us. 

I have introduced two bills and I would like to ask the witnesses 
today to comment on them. One sets up a demonstration to see if 
we can save money and help patients by delaying the onset of kid- 
ney failure, and, at least in layman’s terms, generally the onset of 
kidney failure is discovered early, and I think dietary changes can 
prevent a lot of failure if people will follow their instmctions. I 
don’t know whether a demonstration would show that we could en- 
courage that, but I think it is worth a look. 

Second, the second bill says we should not pay dialysis centers 
if they don’t achieve a specific measurable level of cleaning the 
blood for most of their patients. I think that is — it is a measurable 
standard. It is an empirical standard, and if witnesses don’t sup- 
port the standards set in the bill I have introduced, what standards 
should we use? 

I mean, it seems to me we can’t move to a managed care system 
if we can’t have a specific standard by which we manage the treat- 
ments that we are purchasing with Federal dollars. I hope that we 
can hear from the witnesses today about those issues, and I com- 
mend you for having the hearings. 

Thank you very much. 

[The prepared statement follows:] 
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STATEMENT OF CONGRESSMAN PETE STARK 
WAYS AND MEANS SUBCOMMITTEE ON HEALTH 
APRIL 3, 1995 

OVERSIGHT OF THE END-STAGE RENAL DISEASE PROGRAM 
Mr. Chairman: 

Congratulations for holding this hearing. I wish we had made the time to do this in the 
last Congress. 

The ESRD program has been a success and literally a life-saver, but it is fraying around the 
edges: 


-some providers are gaming the payment system, charging extra for 
questionable tests and services; 

-hospitalization rates are much higher than they should be; 

-we are spending more and more on drugs with less and less to 
show for it; 

-some centers provide poor quality and are almost death traps for 
their patients; and 

-we talk about assuring quality in the program, but after more than 
twenty years, can't seem to agree on a specific standard for dialysis. 

I think a comprehensive approach to the treatment of this terrible disease could easily 
improve quality of care and save money. Reforming the payment system-perhaps 
through a capitation system-could make dialysis centers zealous to ensure that 
hospitalization is not necessary, and that where appropriate, patients receive transplants 
or are treated at home. 

But while reform holds great promise, we must be very, very careful. This is a very 
vulnerable population, and underservice can quickly lead to death. In March, the HHS 
Inspector General issued a report that 66% of ESRD and disabled persons in HMDs wanted 
to leave their HMDs but felt they couldn't. They are twice as likely as senior HMD 
enroUees to say that HMDs have hurt their health. To date, capitated plans have not 
managed ESRD patients well. 

HCFA is about to begin a demonstration project to test whether some form of 
capitation might work-and what quality measures we need to ensure we don't kill 
patients. 

We shouldn't cut corners in reforming this program-we should wait to see what the 
demonstration shows us. 

In the interim. I've introduced two bills that I'd like today's witnesses to coiitment on: 

One would set up a demonstration to see if we can save money and help patients 
by delaying the on-set of total kidney failure and thus postpone the day that dialysis 
is needed. 

The second says we shouldn't pay dialysis centers if they don't achieve a certain 
specific, measurable level of cleaning the blood of most of their patients-as 
expressed in the formula Kt/V equal to or greater than 1.2. If wimesses don't 
support the standard set in this bill, what standard would they propose-and how 
can they support moving to a managed care system if they can't accept a 
measurable, specific life-saving standard? 
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Chairman Thomas. I thank you very much. 

Any other colleagues can put a written statement in the record. 

Dr. Smits, the Deputy Administrator of the Health Care Financ- 
ing Administration, your written testimony will be made a part of 
the record and you can begin to inform, enlighten, and educate us 
in any way you see fit in the time that you have. 

STATEMENT OF HELEN L. SMITS, M.D., DEPUTY ADMINIS- 
TRATOR, HEALTH CARE FINANCING ADMINISTRATION 

Dr. Smits. Thank you, Mr. Chairman. I won’t read my prepared 
testimony, but I will go through all of the topics since one of the 
aims of the hearing is to review in general the status of the pro- 
gram. 

This is a serious matter and this is serious testimony, but I can’t 
resist beginning by saying I am very sorry that Nancy Johnson 
isn’t here. I used to run a hospital in her district and I am sure 
she will share with me the feeling that this is a very good day for 
Connecticut women. 

Moving on to ESRD, when I was a resident, an intern starting 
in 1967, renal failure was a relatively common cause of death in 
hospitals. It was tragic, painful to watch, and I think all of us in 
the field greeted with great enthusiasm the passage in 1973 of 
Medicare coverage for this illness. 

The cost of the ESRD Program is often held up as an example 
of how you can’t control costs in government programs, but I think 
in fact as you dissect the program, you see that this is in many 
ways a very successful program in which per capita costs have 
dropped markedly and which we have also offered the treatment to 
very large numbers of people, much greater than were originally 
predicted. 

As you know, all of those who are eligible for Medicare or 
spouses or children of those eligible for Medicare become eligible 
under the ESRD provisions 3 months after the onset of renal fail- 
ure. 

The original estimate was that 10,000 beneficiaries would be cov- 
ered annually. We are now covering about 200,000 and the num- 
bers continue to rise. I will talk a little more as we go along about 
wlw that is happening. 

'Treatment for complete kidney failure is dialysis, which can be 
mechanical with an extracorporeal machine or can use the body’s 
own ability to dialyze through peritoneal dialysis where fluids are 
put into the stomach. Mechanical dialysis is aone either in centers 
or at home. Peritoneal dialysis is always done at home. Facilities 
do receive facility rates for patients that they oversee who are ei- 
ther receiving mechanical or peritoneal dialysis at home. 

Kidney transplantation is also a very satisfactory solution to this 
illness and is the cause for a number of beneficiaries leaving the 
ESRD status on Medicare, but there aren’t enough kidneys to go 
around, and in addition, many of the successful kidney transplants 
remain on disability status even following transplantation. 

The first chart which you see here shows you why the numbers 
have CTown so dramatically since the early seventies. At the time 
that the program first started — this chart starts in 1978, 5 years 
after the program began — what we really expected is that the great 
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majority of patients would be those with glomerulonephritis or 
other attacks on the kidney itself, such as massive blood loss where 
the patient totally recovers but the kidneys were killed in the proc- 
ess. 

We did not expect that very many hypertensive or diabetic pa- 
tients would come into the program because these patients didn’t 
do well on dialysis at the time. As you can see, the greatest rise 
has been in the diabetic patient who has many other ailments at 
the time they come to dialysis, while the hypertensive patient, after 
some early increased glomerulonephritis, has stayed fairly stable. 
We have seen some increase in hypertensive patients as well. 

Beneficiaries are also older than we had originally anticipated. 
We are bringing into dialysis many people who are already Medi- 
care qualified because of age. 

In terms of cost, there are a number of ways to look at it, but 
this chart shows you one of the clearest ways and that is, if you 
look at the total cost of the ESRD Program per person compared 
to the cost of the rest of Medicare per person, you will see that we 
started out with the ESRD patients being about 30 times more ex- 
pensive than everyone else in Medicare, and they are now in the 
vicinity of 10 times more expensive than everyone else in Medicare. 

Also, you can see that the dramatic drop in cost took place at the 
beginning of the inclusion of ESRD patients, and up until about the 
middle eighties. Now the ESRD FVogram is inflating roughly as 
fast as the rest of Medicare. 

The next chart gives you an idea of how the costs for the ESRD 
Program break out. Remember, this is two dramatically different 
groups of patients: transplant patients and dialysis patients. 

Inpatient costs are still about 44 percent of the total cost. That 
does include the very high cost of transplantation in the year of the 
transplantation; outpatient costs, about 33 percent; and physician 
and suppliers costs, about 21 percent. As I am sure you know, the 
outpatient facilities are paid on essentially a capitated blended 
rate, and doctors are also paid on a capitated blended rate. 

The capitated rate for facilities was set in 1983 when other pro- 
spective payment was established and hasn’t been changed since 
then. Physician payment is now rolled into the general physician 
payment and I believe 1995 is the first time there has been an in- 
crease. In the future, it will be treated equally with other physician 
payments in its category. 

One area that has been of great concern because of its impact on 
the total cost to Medicare is the Medicare secondary payer provi- 
sion. Under OBRA 1993, anyone who has group health insurance 
is expected to treat Medicare as the secondary payer for 18 months. 
That provision is to expire. The President has asked you to extend 
this provision, and it has been marked up and reported out of this 
Committee as an extension. 

I am very clear that the quality of the services received by Medi- 
care beneficiaries is of great concern to all of you. The method by 
which HCFA influences quality in the ESRD is twofold. One is the 
regulatory process, the conditions of coverage by which we survey 
and inspect facilities; and the other is through the networks, pri- 
vate organizations with membership that includes all of the provid- 
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ers in a given region that collect and analyze data and are very ac- 
tive in the benchmarking process. 

The conditions of coverage that we now use are like many of our 
conditions, rather old and very process oriented. We are in the first 
stages of moving them toward more outcome-oriented conditions. 

I am also pleased to say that we are looking at a process by 
which we would inform patients about the quality of care. We 
would encourage patients to learn about the quality of their own 
dialysis to track their own rate of adequacy of dialysis. We believe 
this is a situation where the individual consumer can have a great 
deal of effect on quality. 

Through the networks and working jointly with providers, we are 
also in a benchmarking quality improvement mode looking at four 
key factors which include: the adequacy of dialysis; the level of 
hematocrit because anemia is a consistent problem for these pa- 
tients; adequacy of control of blood pressure; and the adequacy of 
nutrition as measured by a fairly simple blood test of protein in the 
blood. 

That process is a collaborative one, and is intended to improve 
continually over time. As you probably know, the new definition of 
adequate dialysis was quite recently set by the profession at KtA^ 
of 1.2. Only about 40 percent of the patients were receiving that 
level at a point in time when the new rate hadn’t been set. We do 
expect to see those numbers increasing over time. 

I know that one of the primary goals of this hearing is to talk 
about whether ESRD patients should be more generously included 
in managed care. At present, you can be in managed care with 
ESRD only by acquiring the disease while you are already in a 
managed care plan. 

The problem that we face — could I have the last chart again? The 
problem that we face in changing that law is severalfold. First of 
all, we need to have a reasonable rate to pay managed care. As you 
can see, since we are paying facilities and doctors on capitation, the 
part of the expenditures that are most amenable to control would 
be hospitalizations. 

Right now we have a single rate for ESRD patients in managed 
care which mixes the costs of the posttransplant patient with the 
costs of the dialysis patient. Since posttransplantation is less ex- 
pensive, that means the rate underpays for dialysis at least on av- 
erage, overpays posttransplantation and leaves the facility — the 
HMO itself at something of a risk in terms of underpayment for 
the expensive short period in time during the transplantation. 

We would like to have a better payment rate that distinguishes 
among those three groups of patients and doesn’t put the HMO in 
the position of having to overcontrol costs in the area of dialysis for 
those patients who appropriately remain on dialysis for a long pe- 
riod. 

We have had the RAND Corp. devise a payment method for us. 
We are in the process of soliciting sites for a managed care dem- 
onstration, and we estimate that service delivery will begin in 
about 1 year. 
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Our position at this time is that rapid movement into managed 
care before the demonstration is completed or at least before early 
data are available from the demonstration would be unwise. 

Thank you very much. That concludes the formal part of my tes- 
timony. I would be glad to answer questions. 

[The prepared statement and attachments follow;] 
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STATEMENT OF HELEN L. SMITS, M.D. 

HEALTH CARE FINANCING ADMINISTRATION 

Mr. Chairman, 2 ind members of the subcommittee, I am pleased to be here this 
morning to discuss Medicare's program for people with end stage renal disease 
(ESRD). I'd like to begin with a basic explanation what ESRD is and how it is treated 
Following this, I'll discuss how it became a condition for Medicare eligibility, present a 
profile of ESRD beneficiaries and the current program, review new developments in 
quality improvement, and address issues relating to ESRD and managed care. 


ESRD AND ITS TREATMENT 

ESRD is a kidney impairment that is irreversible, cannot be controlled by 
conservative management alone, and requires dialysis or transplantation to maintain 
life. 


Kidneys filter the blood and regulate concentrations of essential fluids and 
body minerals, such as magnesium, sodium, and potassium. When kidneys fail to 
perform adequately, toxins accumulate in the blood, which results in a complex 
condition called uremia. Left untreated, uremia is uniformly fatal. Even with 
aggressive use of the therapies currently available, mortality in the ESRD population 
is significant. About one-half of persons under age 35 will survive ten years on 
dialysis; one-half of those between the ages of 35 and 64 can be expected to survive 
for four years; and less than one-half of those over age 65 will survive two years after 
dialysis is initiated. 

Treatment tor poorly functioning kidneys is limited to dialysis or transplantation, 
with dialysis being the most frequent. Dialysis is a process of removing dissolved 
substances from the patient's body to maintain the chemical balance of the blood 
when the kidneys have failed. There are two types of dialysis: hemodialysis, in which 
the blood is pumped through a machine that "cleans" it and then returns it, and 
peritoneal dialysis, in which a solution is put into the peritoneal cavity and removed 
taking with it the accumulated toxins. Each hemodialysis treatment requires a 
minimum of several hours, often three to four times a week. Approximately 82 
percent of Medicare ESRD beneficiaries use hemodialysis, which is primarily given in 
outpatient facilities. About 1 8 percent use peritoneal dialysis, which is given in the 
home. 


Transplants-or grafts-are becoming increasingly common, but are still 
relatively rare due to a shortage of available organs. The operation is expensive, and 
patients are required to take immunosuppressive drugs for the rest of their lives to 
prevent organ rejection. Transplant recipients who are under 65 and are not 
otherwise disabled lose Medicare entitlement 36 months after a successful transplant. 
However, only 50 percent of successful transplant recipients actually leave Medicare 
after 36 months; the 50 percent who remain retain entitlement on the basis of age or 
disability. 


PROGRAM HISTORY 

Treatment of ESRD requires expensive advanced medical technology. In 1972, 
Congress enacted legislation’ that extended Medicare eligibility to ESRD patients. 
Thus, the ESRD program is the only portion of Medicare in which eligibility is based 
on the presence of a medical condition. 

In terms of saving lives, the program has been enormously successful. 
Currently over 200,000 Americans are either on dialysis or have a functioning kidney 
transplant. Without Medicare-financed coverage, it is unclear how the vast majority of 
these people would have been able to afford this life-saving treatment. 


'Social Security Amendments of 1972 (P.L. 92-603, section 299(l)) 



13 


ESRD beneficiaries account for approximately one-half of one percent of the 
total Medicare population (183,000 in CY 1991) and four percent of total Medicare 
expenditures ($6.1 billion in CY 1991). 


ELIGIBILITY REQUIREMENTS 

To qualify for Medicare under the renal disease provision, a person must be 
diagnosed with ESRD and be either (a) entitled to a monthly Social Security benefit, 
(b) fully or currently insured under Social Security, or (c) the spouse or dependent 
child of a person who meets at least one of these requirements. There is no 
minimum age for eligibility under the renal disecise provision. For beneficiaries who 
are not otherwise entitled to Medicare, entitlement for the ESRD program ends 36 
months after a successful transplant or 12 months following the last dialysis treatment 
(unless the beneficiary receives a transplant or begins a new course of dialysis during 
these periods). 

About 93 percent of all ESRD patients meet requirements for Medicare 
entitlement. The remaining seven percent are covered through other sources, such 
as Medicaid, the Department of Veterans Affairs or private insurance. 


ESRD BENEFICIARY PROFILE 

Although the typical ESRD beneficiary is middle-aged, the largest and fastest 
growing age group of the ESRD population is persons age 65 and older, and census 
projections show that the "graying” of the ESRD population will likely continue into the 
foreseeable future. Slightly more men than women are diagnosed with ESRD: In 
1991 , 54 percent of new ESRD cases were men and 46 percent were women. 

The ESRD population displays a great deal of diversity and important age-race- 
disease interactions. For example, although most patients are white, black persons 
and Native Americans are over-represented in the ESRD population as compared to 
the overall US population. Black persons have more than three and a half times the 
risk of renal failure than white persons; they are also more likely than white persons 
to experience renal failure as a result of hypertension or non-insulin dependent 
diabetes. Native Americans, Asian Americans and some Hispanic Americans also 
have markedly higher risks of renal failure than white Americans. 

The number of beneficiaries with ESRD has grown rapidly since the beginning 
of the program. Original estimates were that 10,000 persons would begin treatment 
each year out of a potential pool of 20,000. Yet, In 1993, approximately 60,000 
persons began treatment, which reflects an increase averaging nearly 10 percent a 
year since 1978. From 1978 to 1991, the total number of persons enrolled in the 
program grew more than 400 percent, from nearly 45,000 to approximately 183,000. 
This unanticipated growth has primeirily been caused by a change in medical practice 
that resulted in extending dialysis to persons whose primary disease is not renal, but 
who experience renal failure as a result of other diseases (primarily diabetes and 
heart disease). For example, before enactment of the ESRD program, diabetes was a 
medical contraindication to dialysis treatment; now, however, diabetes is the most 
common co-morbidity within the ESRD population. Other factors that contribute to 
the growth in the ESRD population include the general aging of the population, 
longer life expectancy, and improved survival rates among the sick. 

CHART A shows new ESRD enrollees over time and the cause of their renal 
failure. Overall, the three most common causes of ESRD are diabetes, hypertension 
and a type of kidney disease called glomerulonephritis. 

From 1978 to 1992, the proportion of ESRD beneficiaries with a functioning 
transplant doubled from 1 1 percent to 22 percent. Recent improvements in 
technology and immunosuppressive drugs, which are used to prevent organ 
rejection, have increased the survival of transplant patients. In general, transplants 
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are desirable because beneficiaries have a better quality of life and because 
associated expenditures for health maintenance are much lower thain those for 
dialysis. Unfortunately, kidneys available for transplant are in short supply. In 1993, 
more than 23,000 persons were on the transplant waiting list; of this number, fewer 
than half (10,000) received kidney transplants. 

Due to additional health complications in the aged, elderly patients tend not to 
be good candidates for transplsintation. As a result, transplants are generally 
performed in the younger population. In 1987, 45 percent of the ESRD population 
under age 35 had a functioning graft, compared to 25 percent of those aged 35 to 
64, and only two percent of persons over age 65. 


EXPENDITURES AND PAYME^f^ METHODS 

In 1991, total expenditures in the ESRD program were just over $6 billion. This 
total includes all Medicare payments for Inpatient hospital care, outpatient services 
(mostly dialysis), physician services, skilled nursing care, and home health care. 
Program outlays have been increasing annually at an average of more than 1 4 
percent. This is primarily attributable to increases in the ESRD population. 

Although ESRD is expensive to treat, HCFA has successfully contained per 
capita costs, in the mid-1970s, the average cost per ESRD beneficiary was 30 times 
as much as the average tor all Medicare beneficiaries; by 1991, the difference in 
average per capita costs had shrunk to nine times (CHART B).* Thus, while inflation 
has greatly increased the costs of the Medicare program generally, the combination 
of increased transplantation and cost controls on both dialysis and physician care 
have tempered per capita increases. 

Chart C shows the breakdown of ESRD expenditures by category. Several 
payment methods are used in the ESRD program. Renal facilities are paid a 
prospective composite rate for outpatient and home dialysis treatments. The average 
payment per treatment is $126 for independent facilities and $130 for hospital-based 
facilities. Renal facilities that meet certain regulatory exception criteria (e.g., atypical 
patient population, isolated essential facility) can receive a higher composite rate 
Because these treatments are covered under Part B of Medicare, Medicare pays 80 
percent of the composite rate and the beneficiary pays the remaining 20 percent, 
either out-of-pocket or through a suppiemental insurance policy. 

Except for two statutory changes that resulted in a net decrease of $1 per 
treatment, payment rates have remained constant since August 1983. The number of 
independent renal facilities, however, has continued to increase to meet patient 
demands: from 1983 to 1994, the number of these facilities has nearly tripled (from 
627 to 1,795). Moreover, independent facilities, which account for 71 percent of all 
renal facilities, continue to have positive margins, on average, on their Medicare 
business. 

Patients who dialyze at home are able to select from two payment methods: 
Method I, in which supplies are obtained from a provider, and the provider bills 
Medicare as if the dialysis were received in a facility; or Method II, in which the 
beneficiary purchases the supplies directly from a supplier and is reimbursed the 
provider rate from HCFA. In 1991, approximately 25,000 beneficiaries dialyzed at 
home; about 16,000 selected Method I and 9,000 chose Method II. Expenditures for 
outpatient services, which are primarily dialysis related, totaled more than $2 billion 
and accounted for 33 percent of the total ESRD program costs in 1991. 

As a result of a regulation in 1994, physicians providing dialysis-related 
services are now paid under Medicare's physician fee schedule. The capitated 
monthly payment is now approximately $190. Total expenditures for physicians and 


^In 1974, the average annual per capita expenditures for a Medicare beneficiary and an ESRD 
beneficiary were $530 and $16,200, respectively; by 1991, they were $3,250 and $32,700. 
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suppliers in 1991 were $1.3 billion, or 21 percent of total ESRD costs. In addition to 
office visits, surgeon fees and other physician-related services, supplies for home 
dialysis patients who elect Method 11 for payment are included in this amount. 

As with the rest of the Medicare program, payments for hospital care are 
based on the hospital prospective payment system and are predetermined, 
depending on the diagnosis and/or procedure associated with the hospital stay. At 
44 percent of total ESRD costs, inpatient expenditures totaled almost $2.7 billion in 
1991. 


Approximately 90 percent of ESRD dialysis beneficiaries use a drug called 
erythropoietin (EPO) to combat anemia. Payment for EPO is made on a per unit 
basis, set by law at $1 0 per 1 ,000 cc's. The average dose is now just more than 
4,700 cc’s. In 1994, Medicare expenditures for EPO were $736 million, which 
translates into an annual amount of $5,600 per patient (based on average use). 

Medicare Secondary Paver IMSP1 

Under OBRA 93, Medicare is the secondary payer to specified group health 
plans for the first 1 8 months in which a beneficiary is entitled to Medicare on the 
basis of ESRD. This provision is scheduled to expire at the end of Pf 1998. The 
President's budget proposed making it permanent; as you know, this provision was 
recently marked-up and reported out by this Committee. This estimated savings from 
this proposal are $50 million in FV 1999 and $70 million in Pi” 2000. 


ESRD NETWORKS 

HCFA contracts with 1 8 private ESRD Network Orgahizations that cover the 
US, the District of Columbia, Puerto Rico, the Virgin Islands and the Pacific Trust 
Territory, Guam and American Samoa. The Networks are organized groups of 
Medicare-approved ESRD providers in a designated area that collectively furnish the 
necessary care for ESRD patients in the area. Networks were established to ensure 
that Medicare beneficiaries receive high quality ESRD-related care. They monitor the 
quality of care provided to Medicare patients by reviewing items and services 
furnished in dialysis and transplant facilities. In particular, the Networks are 
responsible for: 

► encouraging the use of treatment settings that are most compatible with the 
successful rehabilitation of the patient; 

► encouraging patients, providers of services, and ESRD facilities to participate 
in vocational rehabilitation programs; 

► developing Network goals for the placement of patients in self-care settings 
and undergoing or preparing for transplantation; 

► developing criteria and standards related to the quality and appropriateness of 
patient care; 

► evaluating the procedures used by Network facilities and providers to assess 
the appropriateness of patients for the proposed treatment modalities; 

► implementing procedures evaluating and resolving patient grievances; 

► using standards of care established by the Network to conduct on-site reviews 
of facilities and providers as necessary; 


collecting, validating and analyzing data for the preparation of reports on the 
ESRD program; 
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► providing data on the ESRD population to the US Renal Data System for 
analysis by Department of Health and Human Services; and 

► identifying facilities that do not meet Network goals, assisting those facilities in 
developing corrective plans, and reporting to the Secretary those who are not 
providing appropriate medical care. 

HCFA and the Networks have worked well together in a public-private 
partnership and we feel that the Networks are fulfilling their statutory mission. 


QUALITY IN THE ESRD PROGRAM 

Survey and certification of facilities 

A facility becomes "certified" (and therefore eligible for payment) in the ESRD 
program through an initial survey to determine if the facility meets health and safety 
standards. Periodic follow-up surveys are conducted to monitor compliance with 
regulations. If a complaint about poor health and safety practices is received about 
an ESRD facility, a focused complaint survey is conducted. The sun/eys are 
conducted by State health departments, under contract to HCFA. 

Conditions for Coverage 

Providers and facilities must meet the requirements for institutional dialysis 
services and supplies established by the Secretary of Health and Human Services in 
order to be covered by Medicare, These participation requirements are called 
"Conditions for Coverage." The current regulations are primarily process-oriented and 
do not adequately support the outcome-oriented approaches to quality management 
that HCFA is initiating. Last year, HCFA determined that a thorough revision of these 
conditions was necessary. 

In March 1 994, we met with representatives from the ESRD industry to begin 
discussing these changes. We envision that the new standards will reflect current 
standards of practice and support a comprehensive outcomes-oriented approach to 
quality management. It will emphasize the total patient experience and actual 
organizational performance. Specifically, the proposed revised regulations will 
include standards for evaluating the adequacy of dialysis. Last November, a first 
draft of the proposed revised regulations was informally distributed to industry 
representatives for comment; we hope to have the Notice of Proposed Rulemaking 
published for public comment by the end of the year. 

ESRD Health Care Quality Improvement Progreim fHCQIP) 

HCFA is focusing on outcomes-oriented research to respond to the need to 
improve the care of Medicare ESRD patients. This approach has been named the 
ESRD Health Care Quality Improvement Program (HCQIP). HCQIP is based on the 
principle that HCFA can help improve the quality and cost-effectiveness of care by 
helping the facility bring typical care in line with best practices. The project's goal is 
to improve care provided to ESRD patients by establishing benchmarks for care and 
documenting improvements. 

As part of the program, we have identified four core indicators for dialysis care 
that will be tracked over time. The indicators chosen for the project were adequacy 
of dialysis, anemia, blood pressure control, and nutritional status. The adequacy of 
dialysis measures are based on the Renal Physicians Association's guidelines and on 
the findings of an NIH consensus conference. The first measurements of these 
indicators was completed in October 1994 and focused on outpatient hemodialysis 
care Measurements will be repeated in 1995 and 1996 and expanded to include 
peritoneal dialysis. 
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A second part of the HCQIP concentrates on improving the management of 
anemia for in-center hemodiaiysis patients by educating facilities about clinical data 
analysis and by providing information on trends of national, regional and facility- 
specific hematocrit levels and EPO usage. 

We are very excited about our HCQIP and believe it has the potential to 
continue to improve the care provided to EBRD beneficiaries. As in other parts of the 
Medicare program, the HCQIP is a cooperative effort between renal providers and 
HCFA. We appreciate the support that the renal community has provided in this 
effort and look forward to their continued active participation. 


ESRO AND MANAGED CARE 

Attention has focused lately on the potential for managed care to provide 
savings in the Medicare program. However, as we look to expand managed care 
options for Medicare beneficiaries, we are clearly faced with challenges in figuring out 
how to care effectively for Medicare beneficiaries in systems that were originally 
designed to care for relatively healthy people. 

In the current Medicare program, beneficiaries who already have EBRD may 
not enroll in Medicare managed care plans. This legislative exclusion resulted from 
apprehension about the ability of managed care plans to effectively treat EBRD 
patients and from concerns about financing and liability. However, Medicare 
beneficiaries who are already enrolled in managed care plans may not be 
involuntarily removed from the plan if they develop EBRD. As a result, approximately 
6,300 EBRD beneficiaries are currently enrolled in managed care plans. 

Quality 

Generally, managed care plans that have EBRD beneficiaries have found it 
easier to contract out for dialysis and other services rather than incorporate these 
services into their existing health systems. Consequently, the managed care industry 
has only limited experience in caring for this special population. Moreover, although 
managed care programs and their participating facilities must meet quality 
certification requirements that are similar to those in the fee-for-service market, the 
unique needs of EBRD beneficiaries raise concerns about access issues in a 
restricted provider network. 

In March 1995 the Inspector General of the Department of Health and Human 
Services found that beneficiaries with disabilities or EBRD who disenrolled from 
managed care reported more access problems in several crucial areas of their care 
than did aged beneficiaries who disenrolled. This group also was the most likely to 
believe that cost-containment was more important to the providers than providing the 
best medical care possible and most likely to seek out-of-plan care while still enrolled 
in the HMO. In addition, and perhaps more telling, 66 percent of beneficiaries who 
are disabled or have EBRD and are enrolled in managed care report wanting to leave 
their HMOs. We find these concerns distressing and plan further examination of the 
situation. 

Payment 

We also need to address the adequacy of our payments to managed care 
plans. In health care discussions, there is a tendency to equate high cost with 
uninsurability. However, while dialysis costs ewe high, they are actually fairly 
predictable. The real issue here is the calculation of an actuarily fair .jayment rate 

The adjusted average per capita cost (AAPCC), which is used to determine the 
payment amount to managed care plans that contract with Medicare, does not 
currently account for the difference in expenses associated with the different 
treatment options. Maintenance costs for didysis patients are about $44,000 per 
year, compared to $7,400 per year for beneficiaries with a functioning transplant 
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Thus, the average of the two results in a rate that underpays plans for dialysis 
patients and overpays them for transplant patients. 

Upcoming demonstration 

We are hopeful that an upcoming demonstration will lead relatively quickly to 
improvements in the payment methodology. In an effort to further explore issues 
related to ESRD and managed care, we commissioned the RAND Corporation to 
study concerns relating to the incorporation of ESRD patients in a managed care 
program. The study dealt with payment amounts, reinsurance provisions, barriers 
and incentives. We have used this information to design a demonstration that will 
test a new payment methodology for capitated systems. We expect to solicit 
proposals for sites within the next four months and estimate that service delivery 
could begin in the second half of 1996. 

CONCLUSION 

Medicare's ESRD program provides life-saving coverage to many who would 
otherwise be unable to afford necessary treatment. With more than 90 percent of 
persons with ESRD on Medicare, Medicare is by far the largest payer of ESRD-related 
services and supplies. We have a strong interest in the quality of care provided to 
our beneficiaries and close working relationships with our partners in the provider 
and advocacy communities. HCFA will continue to seek ways to increase the 
efficiency of the program without compromising patient care or access. 

I hope this has been informative. I am happy to answer any questions you 
might have about the ESRD program. 



Medicare Program Expenditures 

for ESRD, by Type of Service: 1991 
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^ Phys/Supp = Physician Services | Other = Home Health/ 

and Home Dialysis Supplies Skilled Nursing 

P 7 BAS 330 A Source; HCFA, ESRD, PMMfS 




Medicare Expenditures per Person (74-91) 
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Source: HCFA, BDMS, PMMIS, April 1992 Update 



New Medicare ESRD Enrollees 
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Chairman Thomas. Thank you very much, Dr. Smits. 

Before I recognize my colleague from Nebraska, since we had 
several charts up there and you made some statements, some folks 
may want an answer to some of the statements that were made. 

For example, in terms of the distribution of the types of patients 
on ESRD, you indicated, I believe, that there was some surprise 
that the diabetes and hypertension group was larger than antici- 
pated. Why? 

Dr. Smits. We got better at dialyzing them. Again, you have to 
remember, when I was in training, there were a few dialysis slots 
available. We tended to give them to the youngest and healthiest. 
There actually — we had successful transplantation at about the 
same time, so in some cases you were dialyzing only those people 
you had hope of taking to transplantation. 

Once you began to get broader experience, in the first years of 
the program, Uiose people came on, people with end-stage renal 
disease and no other medical problems, but we then began to recog- 
nize that patients with controlled diabetes, for example, shouldn’t 
be denied dialysis simply because, in the past, we hadn’t had 
enough to go around and we had kept them out. 

Young diabetics, especially, have done quite well on dialysis and 
to a certain extent with transplant, which is something we didn’t 
anticipate. 'The severe hypertensives often do very well on dialysis, 
so frankly, we are much, much better at providing the service than 
we were in 1973. 

Chairman THOMAS. You indicated on a line chart that initially 
the program was about 30 times more expensive. Now it is down 
to 10 times. Is that through significant changes in this program, 
more high technology being applied to a broader Medicare universe, 
or a combination ofnoth? 

Dr. Smits. Actually, you see the same thing if you look at per 
capita costs and correct it for inflation. Part of it is efficiencies from 
doing it on a large scale, better understanding of how to do it well. 
The large facilities now have great economies in the purchase of 
equipment, building facilities, in the wav they purchase and handle 
the supplies that go into it, better hanaling of staff, some shorten- 
ing of dialysis time over the ones I knew in the very early seven- 
ties. Although it has stayed pretty stable for well over 10 years, a 
whole series of factors contribute to simply doing it better Tbecause 
it is being done on a planned, large scale. 

Chairman Thomas. So efficiencies — economy of scale as well? 

Dr. Smits. Yes. 

Chairman Thomas. On the pie chart, which was a 1991 represen- 
tation of inpatient versus outpatient, 44 percent inpatient, 33 per- 
cent outpatient, with a 21 physician support, 21 percent physician 
support piece of pie. Ten or twelve years ago, what would that pie 
chart have looked like, inpatient versus outpatient? 

Dr. Smits. I am sorry, Mr. Chairman. Ten or twelve years ago 
I was running a hospital in Nancy Johnson’s district and I don’t 
know. I would be glad to submit it for the record. 

Chairman Thomas. I understand, the huskies had never been 
heard of. I was just going to try to get people who might be looking 
at that to get a feel for the changes between inpatient versus out- 
patient, but if we don’t have it, that is fine. 
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Dr. Smits. I think, yes, you will definitely see a ratio change with 
the outpatient becoming smaller and the inpatient larger, but we 
would be very glad to submit that for the record. 

[The following was subsequently received:] 

The distribution of Medicare payments from the past twenty years 
Is shpwn below: 



1974 

1984 

1991 

Reimbursements 

In Millions 

$264 

$2,341 

$6,070 

Percent Distribution: 

Total 

100% 

100% 

100% 

Inpatient 

38.0 

43.3 

44.2 

Outpatient 

51.4 

38.6 

33.1 

Physlclan/Suppller 

10.5 

17.7 

21.4 

Other 

0.2 

0.5 

1.3 


The shift In payments has occurred for a number of reasons. 
The major shift Is due to the fixed payment rates for 
dialysis, which accounts for almost all of the outpatient 
category. The second factor has been the gradual shift of 
the patient population off of dialysis and on to a 
functioning kidney graft status. 

In 1978, 11 percent of the ESRD population had a functioning 
kidney transplant. By 1991 this had Increased to 22 
percent. This shift of patients not only decreases the 
share of ESRD Medicare program going to dialysis, it also 
helps to restrain the overall Increase In ESRD per capita 
costs . 


Chairman THOMAS. I just wanted to try to indicate that I believe 
that was the case, and therefore, that portion of the expense has 
grown significantly. That was my guess, but if we don’t have it, 
that is OK. I was just trying to bring some context to the charts 
that you had presented. 

Thank you very much. 

The gentleman from Nebraska. 

Mr. Christensen. Thank you, Mr. Chairman. Ms. Smits, what 
percentage of ESRD beneficiaries are already eligible for Medicare 
because they are disabled or aged? 

Dr. Smits. Over one-half are already aged and the other one-half 
become eligible through the process of ESRD. I would estimate that 
the number who qualify for disability first and then for ESRD is 
quite small. 

Mr. Christensen. Would it be possible to get an accurate num- 
ber on that? 

Dr. Smits. Oh, yes. 

[The following was subsequently received;] 
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In the four year period 1990 through 1993, there were 206,000 
persons who experienced renal failure and entered Medicare's ESRD 
program. The distribution of these patients by Initial 
entitlement status Is shown below: 

Old Age: 38.1% 

Disability: 20.2 % 

Renal Only: 41.7 % 

Mr. Christensen. The second question I have is: Would a more 
preventive approach to care in the Medicare Fee-for-Service Pro- 
gram help reduce the numbers of people who develop ESRD, more 
of a preventative approach to this problem? 

Dr. Smits. That is a very interesting medical question. My sense 
is that the prevention ought to be as early as possible and that 
with respect both to diabetes and hypertension, the period of really 
effective prevention may have been before they aged into Medicare. 
These are long-term chronic effects on the kidneys. So, again, I 
would have to bow to the very sophisticated renal physicians who 
are following me. 

But, yes, everyone believes you could have less ESRD with better 
prevention, but whether you could do it starting at 65 is an inter- 
esting question. 

Mr. Christensen. I have an additional question. I was talking 
with a constituent this week in Omaha about the drug EPO, 
Epogen. Are you familiar with whether HCFA bundles the pay- 
ments to local providers on this drug? 

Dr. Smits. Yes. We don’t bundle. We pay — we make a payment 
for the drug, yes. 

Mr. Christensen. In the past, I am told that out of nearly two- 
thirds of all developed countries in the world, we reimburse at a 
significantly lower rate for Epogen than most of all western devel- 
oped countries; is that correct? 

Dr. Smits. I don’t know the international comparisons. We are 
buying it in very large — in much larger volumes than anyone else, 
so the ordinary pressures of the market would suggest we probably 
ought to be paying less for it, but, I again, would be glad to get 
you the international figures for the record. 

[The following was subsequently received:] 
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Current Information on International prices Is hard to find. 
Anecdotal reports show that the United States pays less than 
Western Europe. A JAMA article published on July 10, 1991 by 
Sisk, et al Included a table of EPO prices from 18 countries as 
of December 1989 which use currency rates from June 1990. 


At that time, the United States was listed as paying $41 per 
4,000 unit vial. Other countries ranged from a high of $130 
In Greece to a low of $36.13 In Finland. According to these 
listings, the United States Is In the lower third of these 
countries . 

1 ; 

In early 1992, an Informal study of dialysis facility nurse 
administrators In the United States suggests that EPO prices 
has dropped. The list price was $10 per 1,000 units but 
many units got "volume" discounts that dropped the price to 
$9.25 to $9.50 per 1,000 units or $37 to 38 per 4,000 unit 
vial . We have heard rumors that the price has dropped 
further since 1992. 


Mr. Christensen. Is there any evidence to show whether bun- 
dling, instead of paying as you go on Epogen, would cost the tax- 
payer more money rather than the other alternative method? Is 
there any evidence to show that we could do it at a cheaper rate, 
providing better health care coverage, providing better treatment of 
illnesses? 

Dr. Smits. That is a very difficult question. Epogen, as I am sure 
you know, is a biologic that is currently — it is not technically pat- 
ented but it is currently under exclusive licensing. That exclusivity 
will expire next year. I think when you have essentially one very 
large buyer and one seller, you have a very odd market. I certainly 
think it is appropriate, as other manufacturers come into the busi- 
ness, to look into different ways of paying for Epogen. 

Mr. Christensen. OK, thank you. Doctor. 

Chairman Thomas. The gentleman from California will inquire. 

Mr. Stark. Just to follow up, we pay about $10 for a thousand 
cc’s for EPO now, is that about right? 

Dr. Smits. I have all these figures. 

Mr. Stark. Somebody behind you is nodding on your staff. And 
if they use 4,700 cc’s 3 times a week, it is good money. When we 
figure it probably costs 50 cents to manufacture 1,000 cc’s, so that 
your idea of some other manufacturers coming in could lower our 
costs even more, could they not? It would be a great savings, I 
think. 

Would you say that much of the inflation in the ESRD Program 
has come from items that we don’t cover in the composite rate? 

Dr. Smits. Well, as you can see, it is not inflating as fast as the 
rest of Medicare. 'The items that we don’t cover in the composite 
rate, the big one is hospitalization, where we do control the rates 
paid for the hospitalization. It is hard to talk about this as a pro- 
gram suffering badly from inflation. Whether you could contain the 
costs still further if you had a composite rate for everything, in- 
cluding hospitalization, is certainly an important question. 

Mr. Stark. We are going to hear testimony from somebody, I 
suppose that has an interest in an HMO, that the ESRD Program 
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is probably the most extreme example of immense human and eco- 
nomic waste caused by Medicare fee-for-service. I think they are 
suggesting that we should put everybody in an HMO. 

But if you have looked at the charts in the testimony on HMO 
versus non-HMO patients, it occurs to me that they are not really 
comparable. My guess would be that there is a difference in the 
composite of the HMO patients from others. Can you enlighten me 
there as to whether I am 

Dr. Smits. I have looked at the charts but I haven’t seen the ta- 
bles behind them. It doesn’t seem very likely that the small num- 
ber of patients in HMOs are particularly similar to the average in 
Medicare as a whole. 

Mr. Stark. Younger? 

Dr. Smits. Probably younger, yes. Probably healthier, and this is, 
I think — some of your questions about prevention are ones we 
ought to be asking the HMO industry because this is a setting 
where, over time, the care should, in fact, reduce the total rate of 
the onset, at least in certain categories. 

Mr. Stark. What kind of penalties — you mentioned this 1.2 on 
a KtA^ and I don’t know what that is except I guess you divide V 
into Kt, and if you get more than — ^if you get less than 1.2, we are 
not doing it right. 

How do you punish or how do you encourage or what do you do 
to get these dialysis centers to hit the goal? 

Dr. Smits. Well, KtA^ is really a mechanical function, it is a 
measure of how effectively the clearance took place. The standard 
used to be 1. The profession itself upped that standard very re- 
cently to 1.2. When the standard was 1, more than 70 percent of 
all patients were meeting it. As soon as the standard became 1.2, 
that same measurement showed that only 40 percent of the pa- 
tients were meeting it. 

I think the challenge here is first to look very carefully at what 
that really means. I respect the professional standard. It is a useful 
one, but we need to look at what kind of benefits, does this really 
make a dramatic difference in quality of life or survival, whicn 
would mean we ought to 

Mr. Stark. Do you think there could be a minimum standard, 
that we ought to say, hey, if you don’t hit this standard, you are 
out of the game or we don’t pay you? 

Dr. Smits. I think there could be a minimum standard. I 
wouldn’t want to have it the benchmark standard that everybody 
is working toward, but I certainly think there should be a mini- 
mum standard. 

Mr. Stark. There isn’t one now? 

Dr. Smits. No, we don’t have one now, but we are looking very 
carefully at focusing the regulations much more on outcomes and 
that is one of the areas we 

Mr. Stark. Some kind of interim punishment or penalty or — if 
they don’t hit it, I would gather. 

The renal administrators and physicians want a repeal on the 
ban for referral to hospital facilities, and it is my understanding 
that physicians get about $15 a treatment in a dialysis center and 
closer to $180 per visit when they visit a patient in the hospital; 
is that correct? 
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Dr. Smits. I believe so. 

Mr. Stark. Which would give some incentive, would it not, or 
would it not appear to treat somebody in the hospital setting rather 
than the dialysis setting? 

Dr. Smits. Yes. In fairness, some hospital dialyses are much 
more complicated. Some are done when the patient is often sick 
with other problems and the rate would also apply to a patient who 
is newly in renal failure who is often quite difficult to dialyze at 
the beginning. 

Mr. Stark. But it would also apply to routine dialysis in the hos- 
pital? 

Dr. Smits. Yes. 

Mr. Stark. Thank you. 

Chairman Thomas. Before I ask the gentleman from New York 
to inquire, why is there such a significant discrepancy on reim- 
bursement between inpatient and outpatient, $15 to $180? 

Dr. Smits. The physician on the outpatient side is 

Chairman Thomas. If they were driven by money, you wouldn’t 
have a more significant inpatient versus outpatient ratio here. 

Dr. Smits. You mean that if the doctors were all trying to get the 
patients into the hospital in order to get the higher fee? 

Chairman Thomas. Yes. 

Dr. Smits. I think the incentives are much more complicated 
than that. They are paid on a flat rate in the facility per month. 
They don’t have to see the patient every dialysis. Many of them see 
the patients once or twice a month, sometimes in big facilities. 

The group as a group will round on every patient every time. It 
really varies considerably. I think the settings where the doctor 
really does try to overcome Medicare’s pressures not to admit and 
pick the patient out of the dialysis facility and put them in the hos- 
pital in order to get the extra money is unlikely. 

Chairman Thomas. Thank you. 

'The gentleman from New York, Mr. Houghton, will inquire. 

Mr. Houghton. 'Thank you very much, Mr. Chairman. 

Dr. Smits, I have a specific question and then a more general 
one. The specific question is. How about the administration’s sup- 
port increasing the number of months during which Medicare 
would be secondary to ESRD beneficiaries’ employer-based cov- 
erage? 

What do you feel about that? 

Dr. Smits. I think that 

Mr. Houghton. It would save quite a bit of money. 

Dr. Smits. Yes, it certainly would. I think there is some anxiety 
that in the absence of comprehensive health reform, you might see 
perverse effects, particularly the elimination of dialysis as a benefit 
from private plans. 

Mr. Houghton. Yes, but is the administration thinking about 
this? 

Dr. Smits. We have considered it in great depth and the Presi- 
dent made the recommendation that he has made and that you 
have supported, which is to preserve the current timeframe. 

Mr. Houghton. The more general question I guess keys from the 
issue that Mr. Stark brought up about prevention, and you have 
talked about in some of your comments. 
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Now, we all talk about wellness programs, but when you take a 
look at something like dialysis and the cost, it is something like 5 
percent of all Medicare costs. I mean, it is just extraordinary. Do 
you have anything that you can do in terms of not just the dietary 
issue, but other things which can eliminate some of these huge 
costs later on? 

Maybe you have some charts and maybe you have some ideas on 
this thing, but when we are talking about saving money and help- 
ing people have a longer life, it doesn’t seem to me there is almost 
any area which sponges up funds and real tragedy more than this 
one. 

Dr. Smits. Again, that is a very interesting question. I am not 
entirely sure, if you looked at it carefully, that you would save 
money. You can prevent renal failure, or at least delay it signifi- 
cantly in diabetics, if they are under very tight control. That is ex- 
pensive. That means — there have been some recent trials looking 
at very frequent doctor or nurse visits, very frequent blood testing, 
very tight monitoring to hold blood sugars to something similar to 
the blood sugars that the rest of us manage normally. 

That costs over years in order to prevent the end-stage renal dis- 
ease. It is better. It is better for the patient, but whether it is less 
expensive than dialysis I think is an interesting question. Similarly 
with hypertension. 

Mr. Houghton. But have there been any tests on this? There 
must have been some examples where people have tried this type 
of process to try to find a way of cutting costs. 

Dr. Smits. You have to go disease by disease. Some of the recent 
work in diabetes certainly suggests it is manageable there. We do 
know that if hypertension is detected early and controlled rigor- 
ously, it is also manageable there. Again, although I would be glad 
to submit comments for the record, I think probably the best people 
to discuss this with are the renal physicians who follow me. 

[The following was subsequently received:] 


To the best of our knowledge, there have been only a few clinical 
trials to tost mechanisms to slow or retard the progression of 
chronic renal disease into end stage renal disease. Nothing has 
been shown to work. 

The largest study was the Modification of Diet in Renal Disease 
(MDRD). It failed to show that progression could be altered by 
diet. More recently there was a trial on the control of 
diabetes. The basic aim was to prevent blindness in diabetic 
patients, but It did give some weak evidence of beneficial renal 
effects as well. However, at this time there is no evidence that 
renal failure can either be prevented or even slowed. Needless 
to say. If no one knows how to prevent ESRD, It is difficult tc 
project what types of prevention efforts would be be cost 
ef f ective . 


Mr. Houghton. Thank you very much. 

Chairman Thomas. The gentleman from Greorgia, Mr. Collins, 
who is not a Member of the Subcommittee, but I believe has an in- 
terest in this area, might like to inquire. 
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Mr. Collins. Thank you, Mr. Chairman, yes, and I do appreciate 
your allowing me to participate in this hearing this morning. I 
wanted to respond to a constituent who had a daughter who was 
being treated by a center in Georgia and she died in January 1993, 
and I would like to submit for the record, Mr. Chairman, a state- 
ment by me and also a statement from that particular person. 

[The prepared statement follows. The letter from the constituent 
was not available at the time of printing.] 



SUBCOMMOTEE ON HEALTH, COMMITTEE ON 
WAYS AND MEANS 

END-STAGE RENAL DISEASE PROGRAM 
MAC COLLINS 
APRIL 3, 1995 

Mr. Chairman, I appreciate the opportunity to participate in this morning's hearing of the 
Subcommittee on Health to discuss issues surrounding the Medicare End-Stage Renal 
Disease Program. 

I have many concerns about this program. Last year I introduced the Elizabeth A. Greeson 
Dialysis Coverage Act that provided additional protections for patients who receive 
treatment through dialysis clinics that receive funds from the Medicare program. Mrs. 
Greeson was an end-stage renal disease patient receiving treatment through a dialysis clinic 
in Atlanta. Tragically, Elizabeth Greeson lost her battle with the disease in January of 
1993. She was a patient at a clinic that was cited for several health and procedural 
violations. Additionally, the Georgia Department of Human Resources recommended to the 
Health Care Financing Administration diat the facility be terminated from the Medicare 
program within 90 days. To this date, the facility remains open, operating business as 
usual. 

As legislators, 1 believe that it is our responsibility to review the standards of these 
programs to ensure that we are providing the necessary protections that will prevent needless 
losses such as these. 

Currently, American taxpayers pay $8 billion per year through Medicare to ensure that care 
is provided for some 200,000 end-stage renal disease patients. These funds go to private 
diidysis treatment clinics, entrusted with the responsibility of providing good care and 
treatment. 

My legislation requires that private medical facilities, offering medicare-financed end-stage 
renal dialysis kidney treatment, make necessary arrangements to ensure these services are 
available on a 24 hour basis. 

Currently, federal regulations require renal dialysis centers and facilities have an affiliation 
agreement or surangement in writing for the provision of inpatient care and other hospital 
services. My legislation would essentially codify this regulation by requiring renal dialysis 
centers, as a condition of receiving Medicare hinds for these procedures, either provide 
dialysis treatment on a 24 hour, "on-call' basis, or make an arrangement with a local 
facility that has the capacity to provide these services during periods when the facility is not 
open. Additionally, patients that receive care at the private clinics should be notified of this 
arrangement so that they are fully aware tliat emergency services are available at an 
alternate local facility. 

The primt^ purpose of tliis bill is to stress to privately-owned facilities that their 
responsibility includes the well-being of the patient, and not merely monetary profit. These 
facilities provide fundamental treatments for patients who cannot live without them. 
Consequently, these private facilities should be accountable for teeatment when it is needed 
for the preservation of life -- 24 hours a day; not merely during business hours. 

I believe it is necessary to codify this condition and clarify in law that private renal dialysis 
clinics, receiving tax payer funds, provide for this type of arrangement. 

1 appreciate the opportunity today to participate and hear testimony about the program and 
its effectiveness; as well an opportunity to pose questions to officials about the legislation 
I am working on again this Congress. 

For Elizabeth Greeson who battled kidney disease, legislative iinproveineiits come too late. 
But by legislatively strengthening the program, we will improve how we provide end-stage 
renal disease trea^ent and enable other families to avoid tragic loss due to failures of the 
health care system. 


Thank you Mr. Chairman. 
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Mr. Collins. But my question is about reports by the Georgia 
Department of Human Resources who conduct investigations and 
certifications of dialysis facilities. Once those reports are made, and 
if the recommendation is made to HCFA for termination of such fa- 
cility as far as delivery of service, what is the normal procedure 
after such a determination is made and recommendation is made 
by HCFA? 

Dr. Smits. We then proceed to — if we agree that the conditions 
in the facilities jeopardize the life and health of patients, we can 
and do terminate. 

Mr. Collins. Well, I want to refer to this particular center, 
which seems to be twice in 1 year that the Department of Human 
Resources actually recommended termination, but, however, this 
facility is still in operation. Is that kind of normal procedure or 
is 

Dr. Smits. How many times — first of all, I can’t comment on that 
facility 

Mr. Collins. I am using that facility as an example. Would that 
be normal procedure, if you had two such recommendations in 1 
year, they could still continue to provide the service? 

Dr. Smits. I don’t think that is particularly common. We have 
terminated a number of facilities. How many times we have re- 
ceived recommendations and not acted on them, I don’t know. 

Is the facility in a remote area? 

Mr. Collins. No. Atlanta. 

Dr. Smits. So it is not a question of access. 

Mr. Collins. No. Do you have a record of termination? How 
many facilities — do you have off the top of your head how many fa- 
cilities may have been terminated in, say, a 12-month period using 
calendar year 1993? 

Dr. Smits. They gave it to me in my book and I am afraid I can’t 
remember it. Can I submit it for the record? 

Mr. Collins. I would love to see those numbers. 

[The following was subsequently received:] 
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In Calendar Year 1993, 28 facilities were terminated (1 
involuntarily). In 1994, 32 facilities were terminated (5 
involuntarily). In 1995, 2 facilities were terminated (none 
involuntarily) . 

In addition I would like to discuss the specific center you have 
referred to as an example. There were three complaints made to 
the Georgia Office of Licensure and Regulation against Peachtree 
Dialysis Center in Atlanta, Georgia in 1993. One complaint was 
made by the father of a young woman, who was a dialysis patient 
at the facility and had died. Also, in November 1993, two other 
patients at this ESRD facility filed complaints against the 
facility. One of these complainants made 16 allegations against 
the facility. 

An on-site investigation was completed on November 30, 1993, by 
the Georgia Department of Human Resources, Office of Regulatory 
Services. The investigation revealed that one Condition for 
Coverage was not met and substantiated some, but not all, of the 
allegations. The facility developed acceptable plans of 

correction for all of the deficiencies and compliance was 
confirmed on a follow-up visit on January 26, 1994. Since the 
facility met all of the conditions of coverage and met additional 
criteria it was not terminated from the Medicare program. 

In addition, the ESRD Network serving the area received a 
complaint about the ESRD facility from the father of the patient 
who died. The network reviewed the medical record of the patient 
in question and referred the case to the Georgia Protjsslonal 
Review Organization (PRO), which also conducted a review of the 
case. Neither the Network nor the PRO found that care was 
inappropriately rendered. They completed their investigation on 
June 9, 1994. 

A review of this facility's compliance history reveals that a 
January 29, 1992 complaint investigation found that the facility 
was not in compliance with the Condition for Coverage relating to 
staffing requirements. The facility corrected this problem as 
well. Also, the facility was found out of compliance with the 
Patient's Rights Condition for Coverage on the August 1991 
survey, but subsequently corrected its deficiency. 

In conclusion, Peachtree Dialysis Facility has been found to be 
out of compliance with some basic conditions on at least three 
occasions since 1991. Patient complaints have been brought 
against the facility, and some of the complaints have been 
substantiated. However, in each case, the facility developed a 
Plan of Correction and corrected its deficiencies. Consequently, 
the facility remains Medicare certified. 

At this time, there are no outstanding issues between the state 
Survey Agency or the ESRD Network and the Peachtree Dialysis 
Facility. However, I would be happy to discuss this case further 
if there are any additional questions you may have. 
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Mr. CoLLLINS. Any restrictions in the Medicare rules or regula- 
tions pertaining to profit centers by physicians who may be treat- 
ing a patient and have profits or investment within a center? 

Dr. Smits. The recent self-referral law, which would apply to 
some aspects of renal disease, and those regulations are not yet 
written, but in the past, no, there was no prohibition on a physi- 
cian referring for dialysis to a center in which he or she also had 
a financial interest. 

Mr. Collins. But you are in the process, if I understood right, 
of new regulations being written to address that situation? 

Dr. Smits. Yes. 

Mr. Collins. OK, good. 

The particular area where we have some legislation that we are 
introducing pertains to emergencv care, such as weekend care for 
dialysis where a center would be required to have an affiliate 
agreement with a hospital or someone else to take care of a patient 
and to notify the patient that such agreement is in place. 

Do you have any comment on such as that so that we can assure, 
even in a place like the city of Atlanta, that a patient who depends 
on a dialysis center would be covered on a weekend? 

Dr. Smits. I would certainly expect that the physician who is 
being paid a capitation rate for that patient should always either 
be available or have an arrangement, have a call arrangement, 
that it isn’t just having a hospital available. It is having someone 
available who has access to your personal records and knows you. 
I have not heard of that previously as a problem. That is certainly 
something we will be glad to look at. 

Mr. Collins. Could I request that you have a member of your 
staff contact my office where we can further discuss this particular 
case and this particular center and try to come to some kind of res- 
olution on it? 

Dr. Smits. Yes, sir. 

Mr. Collins. See if there have been any updates or changes 
made that will help the people in this area? 

Dr. Smits. Yes, we would be very happy to. 

Mr. Collins. Thank you. 

Thank you, Mr. Chairman. 

Chairman THOMAS. You mentioned earlier the method of pay- 
ment between dialysis, transplant, postoperative, and followup may 
cause some problems for HMOs. You mentioned that we should ex- 
amine the way we pay, but we really, I don’t think, discussed in 
any meaningful way, tne relative costs, for example, of a successful 
kidney transplant. We hope all the transplants will be successful. 

I have a friend who died of kidney failure who had several kid- 
ney transplants. They were all temporarily successful, none of 
them permanently successful, so I am acquainted with the prob- 
lems when the transplants are not successful. 

I am interested in the cost of the transplant, postoperative costs, 
how long that might be, the long-term costs of maintaining some- 
one who has had a successful kidney transplant versus a path of 
dialysis and continued dialysis for that same period. 

Dr. Smits. Successful transplantation is much more cost effec- 
tive. 

[The following was subsequently received:] 
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In fact, an analysis can be found in the May 1992 publication of 
Seminars in Meohroloov (Volume 12, No. 3). The article is 
"Comparison of Treatment Costs Between Dialysis and 
Transplantation" by Paul Eggers who works for the Office of 
Research and Development at the Health Care Financing 
Administration. I would be happy to send a copy of this article 
to this Committee. To summarize briefly, the article shows that 
the high initial coats of transplantation are recovered in 
avoided dialysis costs in about 4.5 years. The net savings per 
transplant over a ton-year timeframe was estimated to be about 
$41,000. This "payback" period is shorter for living related 
donor (LRD) transplants than for cadaver transplants due to the 
higher rates of graft survival among LRD transplants, similarly, 
aggregate ten-year savings are greater for LRD transplants than 
for cadaver transplants . 

The analysis was conducted based on 1989 reimbursement patterns. 


At that time EPO was just beginning to be used to treat anemia in 
dialysis patients. Since 1989, dialysis patient care has become 
more expensive because of EPO (there is very little off-setting 
savings) . In addition, transplant success rates continue to 
Improve. Consequently, a recent analysis of pediatric transplant 
recipients (not yet published) suggests that the payback period 
is now closer to three years and the ten-year cumulative savings 
is closer to $100,00 per transplant. Although not yet analyzed 
separately, the payback period is likely to b“ somewhat longer 
for adult transplant recipients and the cumulative savings 
somewhat less . 

Dr. Smits. The limiting factor there to a great extent is the avail- 
ability of kidneys. The technology — or success rate in this country 
with transplantation is really very good. But kidneys become avail- 
able in the situation of tragedy, and we certainly don’t want to be 
in the position of encouraging more automobile accidents in order 
to have more kidneys. 

Chairman Thomas. I think you would get agreement from the 
Subcommittee on that. Is it a problem of matching up as much as 
it used to be, or are we able to maintain a functioning kidney now 
easier than we used to? 

Dr. Smits. We are much better at the match. We understand the 
immunology a great deal better than we did 15, 10, or 5 years ago. 

Chairman Thomas. Do we provide a successful rate roughly in 
terms of all transplants? 

Dr. Smits. The current success rate? 

Chairman Thomas. Yes, ballpark. Is it 60, 80? 

Dr. Smits. It is over 90, isn’t it? 

Chairman Thomas. Over 90 percent? 

Dr. Smits. I am told 80 percent for cadaver— over 80 percent for 
cadaver, over 90 percent for living related donors. 

Chairman Thomas. So it is the condition of the donor as well. 

Mr. Crane. Mr. Chairman, would you yield? 

Chairman 'Thomas. Certainly. 

Mr. Crane. After a transplant, what is the annual cost, roughly, 
of the immunosuppressive drugs? 
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Dr. Smits. I am sorry. I don’t remember that specific figure indi- 
vidually. I will be glad to give you that for the record. It is probably 
one of the highest elements of cost posttransplant. 

[The following was subsequently received:] 

The Batelle Corporation conducted a study for HCFA on 
Inmunosuppresslve protocols for kidney transplantation in 1989. 

The results of that study showed that yearly Immunosuppressive 
costs, after the Initial period following a transplant, were 
between $3,200 and $4,000 per patient. Although we have not had 
an update to this study, we assume that annual costs are about 
$4 ,500 per patient. 

In 1994, Medicare spent $55 mlllioi. on immunosuppressive therapy. 
The Omnibus Reconciliation Acts of 1993 extended the coverage 
period for Immunosuppressive therapy from 12 months to 18 months. 
Although costs will Increase significantly for immunosuppressive 
therapy but still be less than dialysis. We estimate that we 
will spend $80 million for Immunosuppressives In 1995. 

Secondly, as 1 mentioned earlier, the use of immunosuppressives 
after transplantation Is certainly more cost-effective than 
dialysis in the long-term treatment of the ESRD patient. In 
fact, the May 1992 edition of Seminars In Neohroloov . Volume 12, 
Number 3 contained an ana. /sis entitled "Comparison of Treatment 
Costs Between Dialysis and Transplantation." This analysis has 
definitely proven the cost effectiveness of Immunosuppressive 
therapy . 

In short, our estimates show that In 1995 Medicare will spend 
approximately a total of $42,000 per patient annually on 
dialysis, while after transplantation. Medicare will spend $4,500 
per patient annually for Immunosuppressive therapy. Clearly 
Immunosuppressive therapy Is cost effective in the treatment of 
ESRD. 

Mr. Crane. Thank you. 

Chairman Thomas. Obviously, quality of life would be signifi- 
cantly improved as well. We have been looking not only at dollars 

and cents, but obviously, the ultimate goal is to provide 

Dr. Smits. The fact is that one-half of the people after transplant 
leave the program because they are able to go back to work. 
Chairman Thomas. Very good. 

Dr. Smits. Let me just mention again that because we have this 
demonstration coming, the RAND Corp. has worked out detailed 
rates for us for potential HMO payment. I think we should put 
those in the record so you can inspect them in detail. 

[The following was subsequently received:] 
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The exact payment rates will be determined based (1) partially on 
analyses conducted by Brandels University of ESRD expenditure 
data and (2) through negotiations with potential bidders on the 
demonstration. However, It is very likely that there will be two 
basic payment rates, one for dialysis patients and one for 
patients with a functioning kidney transplant. 

In 1991, the yearly cost to Medicare for a dialysis patient was 
about $44,000; for a functioning graft patient, was $7,400. A 
monthly equivalent of these amounts would be a rough 
approximation of what would be paid. In addition, both of these 
amounts are likely to be adjusted for patient case-mix, such as 
age and the presence of diabetes. Finally, It Is expected that a 
spec:^al one-time payment will be needed to pay for the cost of 
the transplant. 


This question was asked of a different panel and th Information 
given was incorrect. This Is the correct answer: 

o Vfhen does Amgen's exclusivity to market erythropoeltln 
expire? 

A; Amgen's exclusivity to market EPO is protected by the Orphan 
Drug rules under the FDA. The Orphan Drug Act gives Amgen 
exclusive rights to market EPO for the treatment of anemia 
associated with ESRD for seven years. During this time, the 
FDA will not consider applications from other companies for 
the same basic product. The FDA granted this protection to 
Amgen specifically for this medical condition. This 
protection ends on December 31, 1996. Amgen also has Orphan 
Product protection for the marketing of EPO for the 
treatment of anemia associated with HIV. This was granted 
on December 31, 1990 and expires on December 31, 1997. 

These protections under the Orphan Drug Act are distinct 
from the patent Amgen holds on the organism that produces 
EPO. The patent is distinct from FDA approval. It expires 
on October 27, 2004. 

Chairman Thomas. Very good. Thank you. 

The gentleman from California. 

Mr. Stark. Two issues that are just very difficult to deal with. 
At one point a year or two ago, I had suggested that we do some- 
thing lilie a congressional commendation, a medal or something 
like that for people who would donate organs — wouldn’t cost much 
and it would be a symbolic gesture to encourage it. We tended to 
run into lots of problems with postage stamps and other things we 
have. 

Is there anything that might be considered, or perhaps the Sec- 
retary might have a secretarial commendation, on the theory that 
sometimes it is just an omission of someone who has died, and peo- 
ple are in shock and really need a little encouragement to perhaps 
make the donation? That is one thing I would like you to consider. 

Second, the question that certainly none of us like to discuss and 
ought not to be the subject of legislation, but whether you have 
thought about it, there is some indication, and I think Dr. Rettig 
is going to testify later, that we are dialyzing folks who, for other 
reasons, are so ill that whether or not the dialysis is successful, 
they are going to die from something else. 
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We certainly don’t want to be setting standards to say, no, let 
Uncle Joe die, but on the other hand, could we educate — is there 
something we could do to educate either the patients or those who 
would hold the proxy for the patient in cases of extreme illness 
where there are other complications that might serve the patients 
and their families better? 

I don’t know. It is an area which I have always hesitated to 
think about legislating, but encourage the people who disseminate 
information to allow families to make a better informed choice. I 
don’t know whether you have a program like that or whether you 
are any more interested in doing it than I would be as a legislator. 

Dr. Smits. Let me answer both questions with personal experi- 
ence. First, I have been there in the room asking families to donate 
organs. 'That is a very tough job, and any support there is, any 
publicity, any general knowle^e that the families come to that 
meeting with is helpful to us. 

We try continuously to remind people about the benefits, and it 
is possible that some kind of public acknowledgment, particularly 
to the families who agree to cadaver donation, would be very wel- 
come. A living related donor is a much more personal decision and 
does not usually face the same problems. 

In the question of who we dialyze in this country, I have worked 
in nursing homes and I have seen patients — I have cared for pa- 
tients on dialysis where it made me very uncomfortable that dialy- 
sis had been started and that it was being continued. At the same 
time, I would not like to see the government try to make that deci- 
sion or to hold facilities to some sort of standard. 

The private sector has developed essentially advanced directives 
for dialysis, a way of looking at that decision. What happens some- 
times is you begin dialyzing in the hope that the other elements 
of the illness will improve and they don’t, and then it is very hard 
to stop. There is an advanced directive that helps the doctor and 
the families go through what is, by rights, their joint collective de- 
cision, and once that had been developed, we did distribute it to all 
dialysis facilities in the country and encouraged them to use it. 

We would certainly be very pleased to work in any other collabo- 
rative way with providers if we can help with this but, again, there 
are times when families absolutely want dialysis, no matter what 
you and I believe about the quality of life. 

Chairman Thomas. I think if we will work toward simplification, 
computerization, and continued collection of data for outcomes, that 
we can begin to develop some profile analysis in which we can ei- 
ther encourage or discourage based upon very solid evidence which 
allows us to lead people to the proper decision with some data that 
might be helpful, even in a difficult family time. 

Dr. Smits. When you raise the question in most settings of 
shouldn’t we stop for this patient, what you have is a whole lot of 
people who say. Oh, no, no, we can’t, there is absolutely no way to; 
we have started, we must keep on. And I think simply distributing 
the advanced directive and helping people think through the proc- 
ess will at least send some message that it isn’t necessarily terrible 
to stop if it is appropriate for that patient’s circumstances. 
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Chairman Thomas. Now I think it is appropriate to turn it over 
to the gentlewoman from Connecticut whose women yesterday were 
not very gentle but very, very good. 

Mrs. Johnson. Top notch. Just to welcome you, Dr. Smits, and 
say that I regret that I wasn’t able to hear all your testimony, but 
I do appreciate the good work you have done for us in Connecticut, 
and I particularly appreciate your opening your testimony by rec- 
ognizing the accomplishments of our women’s basketball team in 
their come-from-behind victory. It is really important for women’s 
success to be recognized, and particularly when they demonstrate 
the discipline, courage, and concentration that coming from behind 
takes. Nice to have you. 

[Discussion off the record.] 

Chairman Thomas. The next panel is Dr. Rettig, Dr. Powe, and 
Dr. Blagg, please. Thank you, doctors. 

Any written testimony that you have will be made a part of the 
record and you can inform us, educate in any way you see fit, in 
the 5 minutes you have. We will start with Dr. Rettig and then 
move across the panel. 

STATEMENT OF RICHARD A. RETTIG, PH.D., SENIOR SOCIAL 
SCIENTIST, RAND CORP. 

Mr. Rettig. 'Thank you, Mr. Chairman. My name is Richard 
Rettig. I am a senior social scientist at the RAND Corp. where I 
have been since February of this year. Previously, I worked there 
from l575 to 1981. I was not part of the ZAND CTOup that did the 
recent capitation study. From 1987 until early this year, I was at 
lOM, the Institute of Medicine of the National Academy of 
Sciences. In that capacity, I was study director for the study of the 
institute called forth in OBRA, the Omnibus Budget Reconciliation 
Act of 198'7. 

My remarks tod^ do not necessarily represent the views of ei- 
ther the Institute of Medicine or the RAND Corp. 

I have submitted a longer statement for the record, as well as a 
number of background materials, and two papers that deal with 
the legislative history of this program and how it came to pass in 
1972, which may interest the Members. 

OBRA 1987 asked the lOM to study the program. I served as di- 
rector of that study. My remarks pertain mainly to that 1991 re- 
port, a copy of which you have, including a summary which is 
available for all Members, and to an initiative that the lOM took 
in 1993 and 1994 as a followup. 

I should echo the comments of several Members that the pro- 
gram has been very successful in saving lives that would have 
ended abruptly or prematurely. It has also been successful in hold- 
ing down the per treatment cost of dialysis. The a^regate cost is 
high because treatment is expensive and the patients are growing 
rapidly in number. 

I have five points to make today, Mr. Chairman, and Members. 
First is epidemiology. You saw Dr. Smits’s charts. The program has 
been growing very rapidly in the elderly patient population. Those 
65 to 74 and 75 years of age and above constitute 44 percent of all 
new enrollees in 1992. Di^etes and hypertension provide a mmor 
source of new patients, and it may be that as we treat these ais- 
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eases better, we increase the pool of individuals who then experi- 
ence kidney failure. 

The population also includes a large portion of minority patients. 
Twenty-nine percent of all new patients in 1992 were African 
Americans: they have a failure rate four times that of the white 
population. 

During the lOM study in 1991, we asked Dr. Eggers of the 
HCFA to project the ESRD patient population to the year 2000. He 
did so and made three estimates: a slow growth resulted in 210,000 
patients, moderate ^owth reached 240,000 patients, and 270,000 
patients was the rapid growth estimate. 

It is clear from HCFA data that the actual numbers in the year 
2000 will exceed the high, rapid growth estimate made in 1989. My 
point is that there is no escape from the epidemiology of this pro- 
gram as the fundamental driver of the costs. That ought to be very 
clear in everybody’s minds as the Subcommittee searches for cost 
reductions. It is that underlying epidemiology that drives costs. 

Reimbursement is my second point. This is important because 
total program costs are very high and the beneficiaries are few in 
number relative to the total Medicare population. 

At the level of outpatient dialysis per treatment reimbursement, 
the ESRD ProCTam has been a great success. Historically, the rate 
was unchanged for 10 years, was reduced in 1983, was modestly re- 
duced again in 1986, and has had no adjustment for inflation dur- 
ing the entire 20-plus years of this program. Congress added $1 to 
the composite rate in 1990. 

In our study, the lOM analyzed the real dollar decrease in per 
treatment payment from 1974 through 1989. The result of the 
analysis was that the 1989 payment rate was approximately 40 
cents on the 1974 dollar. A recent update of that analysis showed 
that payment today is closer to 30 cents on the 1974 dollar. 

Reimbursement and quality are my third point. The lOM found 
in its study that reductions in quality, as measured by the out- 
comes of hospitalization and mortality, could not be correlated with 
reimbursement reductions. Staffing changes could be, but these 
changes couldn’t be correlated with outcomes. That is as much a 
problem of measurement as it is of the phenomenon which we have 
heard from the others. 

In perspective, two trends are occurring. Epidemiology continues 
to add to the patient population; second, there is a continued reim- 
bursement decline on the outpatient treatment side. These two 
trends can’t go on forever. Either quality will decline or reimburse- 
ment must be increased. Fourth, what is needed is a system of 
quality assessment. The community has been concerned with mor- 
tality and adequacy. In addition, at a conference in 1993 and a 
workshop in 1994, the lOM strongly urged the adoption of func- 
tional status, health status, and health-related quality of life meas- 
ures of quality. 

Mr. Rettig. There are good instruments to obtain such data. 
They can be derived from patients. They ought to be derived from 
patients. Only as we get such data, in my judgment, will we really 
begin to put in place a system in which the quality implications of 
cost reduction are firmly understood. 
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Fifth, let me end by saying the 1972 legislation called for a medi- 
cal review board to screen “the appropriateness of patients for the 
proposed treatment procedures.” The meaning of that term has not 
been defined. The lOM report had a chapter on ethics that specifi- 
cally asked whether too many patients were accepted for treat- 
ment. 

The existence of an entitlement has often been interpreted by cli- 
nicians as an obligation to treat, regardless of other complicating 
medical conditions and the prognosis for patient benefits. The will- 
ingness of some clinicians to accept for treatment, for example, el- 
derly demented patients, a persistent vegetative state patient, or a 
blind diabetic amputee is widely recognized and discussed, if not 
well documented. 

The Subcommittee recommended that guidelines for patient ac- 
ceptance be developed involving patients and professionals. Thus, 
we raised an issue, but did not resolve it. My personal conclusion 
today is the slow pace of guidelines development reflects the great 
difficulty physicians and others have in dealing with this issue. Al- 
though we concluded that this issue was not one on which legisla- 
tion was appropriate, I conclude it is not an issue on which the 
Congress should continue to remain silent. 

The time has come for Congress to ask the patient and provider 
communities to address the issue of appropriateness of patients for 
treatment with respect to developing guidelines for patient accept- 
ance criteria. Congress need not and should not consider lepsla- 
tion. It can and should clearly indicate to the public and all inter- 
ested parties the importance it attaches to discussing and address- 
ing this hard issue. 

Thank you. 

[The prepared statement and attachment follow:] 
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TESTIMONY OF RICHARD A. RETTIG, PH.D. 

RAND CORPORATION 

Mr. Chairman, Members of the Committee. My name is Richard Rettig. 1 am a 
Senior Social Scientist at the RAND Corporation, where I have been since mid-February 
of Ibis year; I previously worked at RAND from 1975-81. From 1987 until early this 
year I was a Senior Staff Officer at the Institute of Medicine of the National Academy of 
Sciences. In both organizations I have done work related to the Medicare End-Stage 
Renal Disease program. Most recently, at the Institute of Medicine, I was the responsible 
staff officer for a major study, a conference, and a workshop related to the ESRD 
program. 

I am pleased to testify today before this committee, which has been involved in 
all legislative aspects of this program. 

Some time ago, I wrote a legislative history of how Section 2991 (the kidney 
disease entitlement amendment to the Social Security Amendments of 1972) was 
adopted. That amendment authorized treatment for permanent kidney failure, by both 
dialysis and kidney transplantation, as a near-universal entitlement covering an estimated 
92-93 percent of the United States population. More recently, I wrote a related paper, 
with the help of the Congressional staff who were involved in the 1972 legislation. Both 
papers have been supplied to the committee staff and Members may find them useful 
analyses of the political background to this program. 

I should say at the outset that the Medicare ESRD program has been very 
successful, especially for those individuals for whom it was originally intended. 
Thousands and thousands of individuals whose lives would otherwise have ended 
prematurely and abrupdy due to kidney failure have had those lives extended and have 
pursued productive activities of benefit to themselves, their families, and the society. 

The program has also been very successful in holding down the per treatment costs of 
dialysis. However, the aggregate cost of the program, estimated to be $8 billion in this 
year, is a function of the patient population, which continues to grow, and the per patient 
per year treatment cost, which is very high. 

The Omnibus Budget Reconciliation Act of 1987 called for an Institute of 
Medicine (lOM) study of certain aspects of the ESRD program. That study, conducted 
by an expert committee for which I served as study director, was published in 1991 by 
the National Academy Press as Kidney Failure and the Federal Government . A single 
copy of that very thick report has been provided to the Committee. In addition, twenty- 
five copies of the report summary have also been provided, as have multiple copies of a 
1991 paper in the New England Journal of Medicine by Dr. Norman G. Levinsky, the 
lOM committee chairman, and myself, that also summarizes the study. 

My remarks today pertain mainly to the 1991 lOM report and to a follow-up 
initiative that the Institute took in 1993 and 1994. In addition, I will share with you some 
of my personal views about the program for your consideration. 1 should emphasize that 
my remarks do not necessarily represent the views of either the Institute of Medicine or 
the RAND Corporation. 
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In OBRA 87, the Congress asked the lOM to consider the following five issues: 

• The epidemiology of the ESRD patient population 

• Access to treatment, especially for those not coveted by Medicare 

• The effects of reimbursement on quality 

• The measurement of quality 

• Data 

DATA 


In my remarks today, 1 will comment only in passing that the data for the ESRD 
program are probably the best there are in the Medicare data system. This is due to the 
dedication and competence of several key profes-sionals at the Health Care Financing 
Administration (HCFA) and to the work of the United States Renal Data System, now 
housed at the University of Michigan and supported by contract by the National Institute 
of Diabetes and Digestive and Kidney Diseases (of the National Institutes of Health) and 
HCFA. There are some opportunities for making more creative use of these data, in my 
judgment, about which I will comment below. 


Tbe growth of the ESRD patient population has been the single most important 
cost driver. For some time, the patient population has been growing increasingly older. 
For example, in 1992, of nearly 56,{X)0 new patients enrolling in the program, 20% were 
in the 55-64 years-of-age group, 26% were 65-74 years old, and 18% were over 75, 
Nearly two-thirds (64%) of the new patients were over 55 years of age and 44% were 
over 65 years old. Moreover, in the 1987-92 period, the average annual growth of new 
patients over 65 years was 1 1.6% and those 75 years and older grew at a rate of 15.7%. 

Patients are also presenting in large numbers with primary diagnoses of kidney 
failure of diabetes and high blood pressure. In 1992, 36% of all new patients had a 
diagnosis of diabetes as the primary cause of kidney failure; and for 29 percent of new 
patients, hypertension was identified as the primary cause of kidney failure. 

The patient population is also includes a large proportion of minority patients. 

For example, 29% of new patients in 1992 were African-American; for whom the rate of 
kidney failure is nearly four limes that of the white population. 

The lOM, in conducting its study, asked Dr, Paul Eggers of HCFA to project the 
ESRD patient -population to the year 2000. Using actual data through 1988, and using 
three different assumptions of slow, moderate, and rapid growth, the estimates were 

210.000 patients (slow growth), 240,000 (moderate growth), and 275,000 (rapid growth) 
by the end of the decade. Total program enrollment in 1992 had already reached 

200.000 patients, indicating the difficulty of estimating the growth of the pabent 
population and that year 2000 actual numbers are likely to exceed the earlier high 
estimate. 
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I dwell on these numbers for one simple reason. Whatever the Members of this 
Committee think about this part of Medicare, there is no escape from the fact that the 
growth of the patient population is the primary factor driving cost increases. 1 will return 
to this later. 

ACCESS 

The kidney failure treatment entitlement is as close as we come in the United 
States to universal coverage of any condition. Individuals are eligible for entitlement if 
they are currently or fully insured under Social Security, have been diagnosed as having 
permanent kidney failure, and have applied for benefits, or are the spouse or dependent 
child of such an individuals. Thus, over 90% of the U.S. population are covered by 
Medicare for permanent kidney failure. 

The lOM committee made basically two recommendations regarding access. 

First, it recommended that there be universal coverage of all American citizens and 
resident aliens. If the nation is prepared to insure more than 90 percent of the population, 
the committee r easoned, it ought to complete the task and insure the entire population. 

It is safe to say that the Congress greeted this recommendation with studied indifference. 

Second, with respect to kidney transplantation, the lOM committee recommended 
that coverage for immunosuppressive drugs be made coterminous with the duration of 
coverage for the transplant patient. The 1972 legislation had limited coverage for the 
procedure to 12 months, which Congress extended to 36 months in 1978. The rationale 
for the recommendation about immunosuppressive coverage was that the most cost- 
effective treatment and the one with the highest quality of life on average should not be 
jeopardized by a failure of Medicare to pay for the necessary drugs. As a result of the 
Omnibus Budget Resolution Act of 1993, coverage of immunosuppressive drugs has 
been extended from 12 months to 18 months effective January 1 of this year: it will 
increase to 24 months in 1996, to 30 months in 1997, and to 36 months on January 1, 
1998 and thereafter. 

REIMBURSEMENT 

Reimbursement for ESRD treatment is important for a simple reason: total 
progam costs are very high and the beneficiaries are few in number relative to the total 
Medicare population, perhaps one-fourth of one percent. 

At the level-of per treatment reimbursement, the-ESRI> program has been a great 
success. The lOM committee analyzed the real dollar decrease in per meatment payment 
from 1974 dollar through 1989, A combination of an unchanged reimbursement rate for 
10 years, followed by a downward revision in 1983. a more modest downward revision 
in 1986. and NO ADJUSTMENT FOR INFLATION at any time during the program's 
history, resulted in a 1989 payment rale that was approximately 40 cents on the 1974 
dollar. A recent update through 1994 puts the figure closer to 30 cents on the 1974 
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dollar, (The 1989 adjuster used was the GNP implicit price deflator; the more recent 
figures uses the Consumer Price Increase— Urban deflator (CPI-U).) 

In 1991, the lOM committee recommended no further explicit reimbursement 
reductions and also that the payment rate be updated annually, consistent with the rest of 
Medicare. Congress did add $ 1 to the composite rate in 1990. 

REIMBURSEMENT AND QUALITY 

The OBRA 1987 charge directed the lOM to examine the effects of 
reimbursement on quality of care. We did so, using mortality and hospitalization as 
outcome measures and treatment unit staffing as a measure of input use. The findings 
were as follows; (1) the relation of reimbursement reductions to increases in patient 
mortality were suggestive but not conclusive; (2) the relation of reimbursement 
reductions to hospitalizations were also suggestive but not conclusive; and (3) the 
relation of reimbursement reductions to reduced staffing were - not surprisingly - clear, 
but these effects could not be related clearly to changed patient outcomes. 

To be sure, every clinician (physicians, nurses, social workers), administrator, 
and patient representative to whom we spoke believed that quality had suffered in 
response to reimbursement reductions. The lOM committee saw no reason to doubt 
them. But the problem of measuring the relation of aggregate data on reimbursement to 
quality of care, especially outcomes, is very difficult and, in my judgment, there is no 
inconsistency between what practitioners see and what aggregate data fail to capture. 

Regarding patient outcomes of care, mortality is the measure that has preoccupied 
the U.S. nephrology community. This concern for mortality is appropriate but it is not 
enough. It is noteworthy that the United States Renal Data System has reported 
improved survival among all groups of patients and for all modalities of treatment in 
recent years, during which there has been no improvement on reimbursement. 

In the past five years or so, the "adequacy" of dialysis has become the primary 
clinical measure of quality of care for the dialysis patient population. Adequacy is a 
complex clinical measure of the appropriate "dose" of dialysis for a given patient. A 
good deal of progress has been made in recent years with respect both to the 
measurement of adequacy and the delivery of adequate dialysis care. Measuring 
adequacy is very important, but, in my view, not enough. 

It is worth noting, both with respect to mortality and adequacy, that large 
administrative data bases are increasingly being used to generate data on local treatment 
unit performance, then these date are fed back to these units, allowing them to compare 
their performance to other units in their region and to all units in the nation. This 
emerging system, or set of systems, of data acquisition, analysis, generation of 
information on national and regional performance, and feedback to local treatment units 
is very promising. 
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QUALITY ASSESSMENT 

The 1991 lOM report had a rather general, conceptual chapter on the 
measurement of quality, appropriate for the time but limited in many ways. As a follow 
up, the lOM held a conference in September 1993 on "Measuring, Managing, and 
Improving Quality in the End-Stage Renal Disease Treatment Setting." The proceedings 
of that meeting were later published in the August 1994 issue of the American Journal of 
Kidney Di.seases. A copy of that proceedings issue has been made available to the staff. 

The conference concurred in the importance attached to mortality and adequacy 
of dialysis as measures of quality, but also •lent strong encouragement to going beyond 
these measures to include measures of functional outcomes, health status, and health- 
related quality of life. The organizing committee believed that systematic measurement 
of how well patients were doing, not just the measurement of laboratory and clinical 
values, was very important in a chronic disease patient population. 

In a December 1994, the lOM held a related workshop to answer the question of 
how to measure functional outcome, health status, and health-related quality of life. Four 
well-validated measurement instruments were examined: the Duke Health Profile, the 
Dartmouth COOP charts, the Medical Outcome Study 36-Item Short Form, and the 
RAND Kidney Disease Quality of Life instrument. The results of that workshop are 
being prepared for publication. 

Dr. Robert Brook testified before this Subcommittee several weeks ago, saying 
that measurement of quality was possible. Indeed it is and it is certainly possible in the 
data-rich ESRD program. But neither the Health Care Financing Administration nor the 
nephrology community have been very quick to exercise leadership regarding the 
measurement of quality. There are two areas in particular that the Committee might 
consider asking for more vigorous action. 

The first of these is in relating cost data to outcomes of ueatment at the facility 
level. Although there has been a marked improvement in attitude.orientation, and 
competence of personnel in the Health Standards and Quality Bureau in recent years 
regarding the assessment of quality in the ESRD program, there appears to me to be little 
or no discernible interest in the Bureau of Policy Development (which is responsible for 
reimbursement) in relating cost data to information about quality. The lOM committee, 
in 1991. recommended that this issue be taken up and systematically addressed. It is long 
past the time that a good faith start on this matter be undertaken. 

To do-so requires that HCFA-Jink several existing data -bases that have yet been 
linked. It is currently possible with existing data bases to identify high reimbursement 
and low reimbursement treatment units (both ends of the spectrum) and to examine high 
and low mortality rates (both ends of another continuum) and to initiate the systematic 
examination of the relation between resource inputs and outcomes of care. This 
endeavor should be done. This Committee should provide clear guidance to HCFA and 
the nephrology community on this point. Absent the systematic analysis of the relation 
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of cost to quality, we will continue to be subjected to a series of anecdotes that serve the 
purposes of the user but do not help policy makers. It is also the case that the USRDS 
was barred by the National Institutes of Health in its first five year contract from 
considering reimbursement and clinical issues together, even though the data permitted 
such examination. It appears that that problem has been remedied in the second five-year 
contract. But this Committee should make clear to NIH and to HCFA that the public 
interest is not served by the failure to examine cost and clinical data together. 

The second area in which HCFA and the nephrology community might be asked 
by this Committee to be more forthcoming is in the development of a system for the 
acquisition of data on the functional status, health status, and health-related quality of life 
of the ESRD patients. In a chronic disease patient population, it is entirely reasonable to 
ask about patients' physical functioning and limitations, their social functioning, bodily 
pain, general mental health, vitality, and general health perceptions. Well-validated 
instruments exist for acquiring such data. Several of these are deliberately short, to ease 
the costs of data collection and analysis and to facilitate their use in busy clinic settings. 

Resistance to the use of functional and health status and quality-of-life measures 
stems, in my view, from several sources; (1) these instruments have been developed by 
health services researchers and are unfamiliar to many clinicians; (2) the utility of these 
instruments has yet to be demonstrated for patient monitoring and patient management; 

(3) functional and health status data have yet to be correlated with clinical outcome data; 

(4) measuring these factors adds to the cost of treatment; (5) systematically-acquired 
patient data may challenge physician authority; and (6) these data may provide the basis 
for limiting what HCFA can do with respect to reimbursement reduction (direct or 
indirect). 

Some of these reasons for resistance have merit, others do not. If improving the 
outcomes of patient care is an objective shared by the Congress, HCFA, the provider 
community, the general public, and - above all - by patients, this Committee should 
encourage greater progress in this area than we have seen to date. 

EPIDEMIOLOGY, COST, AND ETHICS 

Mr. Chairman, Members of the Committee. Let me return to the epidemiology of 
the ESRD program. It should be clear that the growth of the patient population drives 
cost growth of the ESRD program. It should also be clear that cost containment has been 
extraordinarily successful on a per treatment basis, largely through the absence of 
adjustment for inflation. But the two trends of the increasing treatment requirements of 
an increasingly older and medically complicated patient population and a relentless 
reduction of reimbursement cannot persist indefinitely without either quality suffering or 
expenditures increasing. Obviously, it is impossible to calibrate the appropriate 
relationship between epidemiology and cost without the systematic acquisition of data 
about quality of care. This is one implication of the epidemiology of the ESRD patient 
population. 
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A second implication is the need to examine the major clinical contributors to 
kidney failure of diabetes and hypertension. As the nation improves its treatment of 
these diseases, it may simultaneously be increasing the pool of prospective patients 
destined for kidney failure. Consideration should be given to the progress of medical 
research, to the implications for behavioral change by individuals, especially related to 
diet, and to the probable costs of a health care system that fails to provide adequate 
primary care to many low income citizens early in their lives only to reap the costs of 
providing very expensive treatment for the failure of a major organ system later in life. 

Finally, I should note that the lOM committee in its 1991 report included a 
chapter on ethics that was specifically concerned with whether too many patients were 
accepted to treatment. The existence of an entitlement has often been interpreted by 
clinicians as an obligation to treat kidney failure, regardless of other complicating 
medical conditions and the prognosis of patient benefit. Tbe willingness of some 
clinicians to accept for treatment, for example, an elderly demented patient, a persistent 
vegetative state patient, or a blind diabetic amputee is widely recognized and discussed, 
if not well-documented. 

The lOM committee recommended that "patients, professionals in adult and 
pediatric nephrology, and bioethicists develop guidelines for evaluation of patients for 
whom the burdens of renal replacement therapy may substantially outweight the 
benefits." We thus raised, but did not resolve, a very hard question, and encouraged a 
discussion that continues to the present. 

Although the lOM committee concluded that this issue was not one on which 
legislation was appropriate, my personal conclusion today is that the slow pace at which 
guidelines development has progressed reflects the great difficulty that physicians and 
others have in confronting this issue. I have also concluded that this is not an issue on 
which the Congress should continue to remain silent. 

The 1972 legislation that authorized this entitlement included the following 
paragraph: 

• "The Secretary is authorized to limit reimbursement under Medicare for kidney 
transplant and dialysis to kidney disease treatment centers which meet such 
requirements as he may by regulation prescribe: Provided. That such requirements 
must include at least requirements fora minimum utilization rate for covered 
procedures and for a medical review board to screen t he appropriateness of patients 
for the proposed treatment procedures [emphasis added]." 

1 believe the time has come for the Congress to ask the patient and provider 
communities to address the issue of the "appropriateness of patients" for treatment with 
respect to developing guidelines for patient acceptance criteria. It need not and should 
not consider legislation. It can and should indicate to the public and to all interested 
parties the importance that the issue be responsibly addresssed. 
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Mrs. Johnson [presiding]. Dr. Powe. 

STATEMENT OF NEIL R. POWE, M.D., M.PJI., ASSOCIATE 

PROFESSOR, JOHNS HOPKINS UNIVERSITY SCHOOL OF 

MEDICINE 

Dr. Powe. Thank you. Members of the Subcommittee. I am an 
associate professor of Medicine at Johns Hopkins University. I am 
currently directing an End-Stage Renal Disease Patient Outcomes 
Research Team or PORT fun^d by the U.S. Agency for Health 
Care Policy and Research. The work focuses on defining the effec- 
tiveness and cost of treatment for individuals with end-stage renal 
disease. 

I previously led a national study for HCFA of the effectiveness 
of erythropoietin, a relatively new and expensive treatment for ane- 
mia of ESRD. This study included an evaluation of the impact of 
different payment methods on access, outcomes, and cost. 

In my testimony today I will address the issue of how payment 
methods to reimburse providers will affect cost, access to care, and 
quality of care. 

The first issue is cost. The medical care of ESRD patients is ex- 
pensive. Persons with ESRD consume 8 to 10 times more medical 
resources on an annual basis than the average Medicare bene- 
ficiary. Total Medicare expenditures for ESRD are likely to grow 
due in large part to the continuing increase in the population of 
older adults who are experiencing ESRD. The large costs suggest 
that there is an opportunity to develop and implement clinical, or- 
ganizational, and payment innovations that will help reduce the 
cost of ESRD care. 

Both renal physicians and facilities are paid a fixed payment for 
treatment for medical services related strictly to dialysis. This par- 
tial capitation method of payment has been viewed as an effective 
means of controlling program costs. Evidence for this is that ex- 
penditures for nondialysis, noncapitated care, have grown at a fast- 
er rate than expenditures for dialysis care. The extension of pro- 
vider responsibility to manage the total care of the ESRD patient 
using capitation methods that encompass all services is therefore 
very attractive as a means of continuing cost containment. Capita- 
tion has the potential to impose discipline on medical spending 
through more predictable outlays. Furthermore, capitation methods 
reward efficient providers and nave the potential to promote better 
coordination of care because a provider is made fully accountable 
and encouraged to provide more comprehensive care. 

Capitation payments are often constructed with the assumption 
that all patients are average. However, patients with ESRD are 
heterogenous; heterogenous with regard to other medical conditions 
and the resources necessary to provide their care. For example, 
persons with ESRD and diabetes or age greater than 65 years have 
higher expenditures than persons without these attributes. 

Other conditions such as heart disease, bone disease, and bleed- 
ing disorders are frequently present. If Medicare were to pay an 
average fee to providers who take care of less severely ill patients, 
the program might pay more than necessary. On the other hand, 
if a provider were to care for patients who are more severely ill and 
consume more necessary medical resources, it might lose money 
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and become economically inviable under a system which pays only 
an average capitation rate. Thus, it is essential that a program of 
full managed care and capitation incorporate risk-adjusted pay- 
ments for comorbid disease. Risk-adjusted payment rates account 
for the fact that all patients are not average. 

The second issue is access to care. Medicare payment for ESRD 
since 1972 has allowed and maintained access to care for over a 
half a million individuals. Because the number of providers of 
ESRD care now exceeds 2,000, most individuals have a choice of 
providers from which to receive care. 

In a move to comprehensive managed care of ESRD, an organiza- 
tion choosing to participate must be able to provide the full range 
of services that these patients require; outpatient dialysis care, out- 
patient nondialysis care, inpatient care, and transplantation serv- 
ices which offer persons with ESRD the possibility of resuming a 
near normal life. Some organizations may not have these capabili- 
ties. Thus, in some areas of the countiy imder a mandatory full 
capitation program, choice of providers could be restricted. Further- 
more, a new payment system must permit choice and access to 
likely cost-effective ESRD technologies such as peritoneal dialysis, 
transplantation, and medications. 

My last issue and equally important issue is quality of care. Pay- 
ment for capitation must recognize that while there is a financial 
incentive to use resources more wisely, there is also the potential 
that providers might cut back on necessary and expensive medical 
care that is beneficial to patient well-being. Therefore, it is prudent 
that a reformed system of fully managed and capitation care imple- 
ment more careful oversight. This includes monitoring and enforce- 
ment of quality standards. 

Unfortunately, much work needs to be done to develop appro- 
priate quality standards such as clinical practice guidelines for the 
care of the ESRD patient. Our patient outcomes research project 
will help in this regard. 

Thank you. 

[The prepared statement follows:] 
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TESTIMONY OF NEIL R. POWE, M.D. 

JOHNS HOnCINS UNIVERSITY 

Thank you Mr. Chaiiman and members of the Committee. My name is Neil R. Powe, 
M.D., M.P.H., M.B.A. I am an Associate Professor of Medicine at the Johns Hopkins 
University. I am currently directing an End-Stage Renal Disease Patient Outcomes Research 
Team (PORT) funded by the U.S. Agency for Health Care Policy and Research. My work 
focuses on defming the effectiveness and cost of treatment for individuals with End-stage Renal 
Disease who now number over 150, 0(X). I previously led a national smdy for the He^th Care 
Financing Administration of the effectiveness of recombinant human erythropoietin therapy, a 
relatively new, effective and expensive treatment for anemia of End-Stage Renal Disease. This 
study included an evaluation of the impact of different payment methods on access, outcomes 
and costs. 

In my testimony today, 1 will address the issue of how payment methods to reimburse 
providers who care for individuals with ESRD will affect costs, access to care and quality of 
care. 


The first issue is cost. The medical care of individuals with ESRD is expensive. Persons 
with ESRD consume eight to ten more medical resources on annual basis than the average aged 
Medicare heneficiaries. While ESRD beneficiaries account for only 6 tenths of a percent of the 
Medicare population they disproportionately account for over 4 percent of Medicare 
expenditures. Epidemiologic smdies suggest that total Medicare expendimres for ESRD are 
likely to grow due in large part to the continuing increase in the population of older adults who 
ate experiencing ESRD. The large per patient costs and rising total Medicare costs suggest that 
their is opportunity to develop and implement clinical, organizational and payment innovations 
that will help reduce the cost of ESRD care. 

Since 1983 providers of dialysis care, both physicians and facilities, have been paid by 
HCFA under the composite rate methodology, which pays a fixed payment per treatment for 
medical services related strictly to dialysis. This method of payment has been viewed as an 
effective means of controlling program costs. Evidence for this is that expenditures for non- 
dialysis, non-capitated care for dialysis patients have grown at a faster rate than expenditures for 
dialysis care. These non dialysis, noncapitated services include care for other health conditions 
and hospitalizations. The extension of provider responsibility to manage the total care of the 
ESRD patient using capitation methods that encompass all services is therefore very attractive 
as a means of continuing cost-containment. Capitation has the potential to impose discipline on 
federal medical spending for ESRD patients through more predictable outlays. Furthermore, 
capitation methods reward efficient providers and have the potential to promote better 
coordination of care because a provider is made fully accountable for comprehensive care. 

The second issue is access to care. Medicare payment for ESRD care since 1972 has 
allowed and maintained access to care for over a half a million individuals. In addition, because 
the number of providers of ESRD care has doubled over the past 15 years and now exceeds 
2000, most individuals with ESRD have a choice of providers from which to receive care. 
Private-sector for-profit and non-profit organizations versus government-run facilities comprise 
most of the centers that provide care. In a move to comprehensive managed care of ESRD, an 
organization choosing to participate in care for ESRD persons must be able to provide the full 
range of health care services that these persons require. This includes outpatient dialysis cate, 
outpatient non-dialysis care and inpatient care. In addition, transplantation services which offer 
persons with ESRD the possibility of resuming a more normal life must also be available. 
Some organizations may not have these capabilities. Thus, in some areas of this country under 
a mandatory full capitation program, choice of providers for individuals with ESRD could be 
restricted if not enough providers are capable of organizing the complete care of these patients. 
Furthermore, a new payment system must permit choice and access to likely cost-effective ESRD 
technologies such as peritoneal dialysis, transplantation and medications (such as recombinant 
human erythropoietin and cyclosporine) that enhance the quality of life of the ESRD patient. 

Capitation payments are often construcmd with the assumption that all patients ate 
average. However, persons with ESRD are heterogenous; heterogenous with regard to other 
medical conditions and the resources necessary to provide their care. For example persons with 
ESRD and diabetes or over the age of 64 years have higher expenditures than persons with 
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ESRD without these attributes. Other comorbid conditions such heart disease, bone disease and 
bleeding disorders are frequently present. A system of full capitation for individuals with ESRD 
must recognize the differences in disease severity and resource use between patients. If the 
Medicare program were to pay an average fee to providers who take care of less severely ill 
patients, the program might pay more than necessary. On the other hand, if a provider were 
to care for persons with ESRD who are more severely ill and consume more necessary medical 
resources, it might lose money and become economically inviable under a system which pays 
only an average capitation rate. Thus, it is essential that a program of full managed care and 
capitation incorporate risk-adjusted payments for comorbid disease. Risk-adjusted payment rates 
account for the fact that not all patients are average. 

The last and an equally important issue is quality of care. Payment for capitation must 
recognize that while there is a financial incentive to use resources more wisely, there is also the 
potential that providers might cut back on necessary and expensive medical care that is beneficial 
to the well-being of individuals with ESRD. Most health indicators in the ESRD population are 
already below that of the general population. For example, on average, approximately one out 
of five ESRD patients dies each year in the United States. There is the risk that if payment 
levels to providers are not adequate, providers might reduce care to the point of negatively 
impacting patient outcomes. Therefore, it is prudent that a reformed system of fully managed 
and capitated care implement more careful oversight. This includes monitoring and enforcement 
of quality standards. Much work needs to be done to develop appropriate quality standards such 
as clinical practice guidelines for the care of the ESRD patient. Our PORT project will help in 
this regard. 

In sununary, innovative payment approaches should be explored for the care of persons 
with ESRD. However, the methods should be carefully selected to control costs, maintain 
access to care, allow choice of providers and enhance the quality of care. 


Thank you. 
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Chairman Thomas [presiding]. Thank you. 

STATEMENT OF CHRISTOPHER R. BLAGG, M.D., EXECUTIVE 
DIRECTOR, NORTHWEST KIDNEY CENTERS 

Dr. Blagg. Thank you. I am Christopher Blagg. I am executive 
director of the Northwest Kidney Centers in Seattle, which is a 
large community-based, nonprofit corporation, the oldest freestand- 
ing dialysis unit in the world. I have been asked to talk about the 
capitation study because I was one of the consultants to the study 
that was completed by the RAND Corp. 

My written testimony contains an outline of the issues, and I 
don’t propose to go through them except to say that I think it was 
a successful study. It identified payment methodology based upon 
a rate for dialysis, a rate for the patient with a functioning trans- 
plant, specific lump sum payments for a kidney transplant, or for 
a kidney transplant failure, both of which are expensive events, 
and as Dr. Powe mentioned also, risk adjustment for sick patients 
who may be outliers, and so forth. 

I included some of the cost data from the study in my written 
testimony. The problem is how to contain costs for patients with a 
disease that requires very expensive treatments and for whom the 
costs can vary widely, depending upon patient characteristics, com- 
plications, and the treatment the patient receives. 

I would reverse the order of the things Dr. Powe has just said 
and say the most important thing, I believe, is quality of care. It 
is most important if we are going to go to capitation that we ensure 
we have good measures of quality of care first. 

Several years ago we became concerned because the mortality 
rates in U.S. hemodialysis patients were significantly higher than 
for patients in Europe, Australia, and other Western countries. It 
is only as we have collected more data and started to do some 
things looking at quality that this has begun to change. 

I believe that at this point in time we are not going to be able 
to get much economy by cutting the costs of dialysis. This is be- 
cause as we are trying to provide better dialysis, we are going to 
use more expensive dialyzers, and are probably going to increase 
the length of time we dialyze patients. Where we can contain costs 
is in terms of hospitalization, physician services, access surgery 
services, and so forth. Those are the areas where capitation would 
give the opportunity to reduce costs. So, if we are going to go to 
capitation, first we must ensure we have good quality control; that 
any capitation proCTam deals with the problem of selection so we 
don’t get selection bias and skimming off of the better patients to 
capitation. 

Second, we must make sure that whatever the system is, it does 
not skew patients’ choices. Patients need to have access to trans- 
plantation and to various forms of home dialysis. It is possible to 
skew things, depending how you set up the system. I think you 
need to find ways of encouraging patients to enroll in managed 
care if this is what we are going to do, because right now I believe 
it is true to say that Medicare continues to have problems in get- 
ting patients generally to enroll in managed care. 

I think you also have to take into account geographic variations 
in costs in different parts of the country. You certainly must also 
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take into account the occasional patients for whom costs can be ex- 
tremely high. 

You also have to take into account the fact that the population 
is changing. As you have heard, the number of patients is increas- 
ing, increasing faster than was anticipated. Not only that, the pop- 
ulation that is increasing is changing and becoming sicker, so you 
have more complex patients who, again, are going to cost more 
money. 

Managed care would have the advantage of providing better co- 
ordination of care, but I would emphasize that at a time like this 
when we are just bemnning to get a handle on quality in the ESRD 
Program, it is not the time to go to capitation. We need to do the 
demonstration studies that HCFA is proposing and learn from 
these, because here we are dealing with a disease in which all the 
patients are sick. This is a different situation to the general HMO 
situation where you have the whole population to select from, and 
a lot of people who are not sick. Here you have a sick population 
with a chronic condition that is very expensive to treat, and we 
need more experience with capitation before we go to this gen- 
erally. 

One final comment. Mr. Stark at the beginning of the hearing 
made a comment about home dialysis only being useful in excep- 
tional circumstances. I disagree with that. We in health are par- 
ticularly enthusiastic with the idea that home hemodialysis eventu- 
ally may come back into wider use. There is data from the U.S. 
Renal Data System which is not yet published, but was mentioned 
at a meeting 2 weeks ago. This snowed that not only is the quality 
of life better with home hemodialysis, but the survival of patients, 
when adjusted for all the factors that may affect survival, is signifi- 
cantly better than survival for patients who are on in-center 
hemodialysis. That is my little plug from Seattle. 

In summary, I think capitation could well prove a fruitful ap- 
proach to containing costs in the ESRD Program, but I do not be- 
lieve this is the moment to look at it generally. Let’s do a dem- 
onstration project first. 

Thank you very much. 

[The prepared statement follows:] 
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STATEMENT OF CHRISTOPHER R. BLAGG, M.D. 
EXECUTIVE DIRECTOR 
NORTHWEST KIDNEY CENTERS 


Testimony to House Ways and Means Health Subcomminee. Monday. April 3. 1995: 

My name is Christopher Blagg, 1 am a nephrologist from Seattle, and Executive Director of 
the Northwest Kidney Centers and Professor of Medicine at the University of Washington. 

Northwest Kidney Centers (NKC) is a non-profit, community-based organization that 
provides dialysis services throughout Seattle and most of King County, Washington, as well 
as serving as the Organ Procurement Agency for Western Washington and the states of 
Alaska and Montana. NKC has six dialysis facilities that provide outpatient hemodialysis for 
600 patients. A further 124 patients are treated by home hemodialysis, and 93 by CAPD and 
other forms of peritoneal dialysis at home. Currently, 59.2% of all NKC patients either 
have a functioning kidney transplant or are treated by home hemodialysis or peritoneal 
dialysis. NKC serves a medical staff of 37 nephrologists from private practice, the 
University of Washington, and Group Health Cooperative, a large HMD. 

I have been involved with dialysis for more than 30 years, and with the NKC for 23 years. 
During that time I have also been involved in various ways with legislative activities, 
consulting with the Health Care Financing Administration (HCFA), with the National 
Institute of Diabetes and Digestive and Kidney Diseases (NIDDK), with planning of end- 
stage renal disease (ESRD) services at the state level, and with various professional 
organizations. 

I have had an interest in the concept of capitated reimbursement for ESRD treatment for a 
number of years, and served as a member of the advisory committee to the Rand Study 
"Designing a Capitation Payment Plan for Medicare End Stage Renal Disease Services". I 
also met with congressional staff in the past to support inclusion of a demonstration project 
on capitation for ESRD in HCFA’s Social HMO demonstrations. At this time, I am waiting 
for publication of the Request for Proposal from HCFA for this demonstration project. NKC 
will then consider whether or not to respond with a proposal to participate in this. 

THE RAND CAPITATION STUDY: 

This research project, funded by HCFA, evaluated the options for a capitation payment 
system for patients with ESRD that would combine payments for hospital and outpatient 
services, including physician services. Medicare claims data from 1990 for all part A and 
part B services for ESRD patients were analyzed and used to estimate total payments, 
including Medicare and copayments and deductibles. Monthly payment amounts were 
standardized to national averages. The study used 1990 data from 136,047 patients who used 
dialysis services only during the year, 27,740 patients who only had a functioning kidney 
transplant, 6,185 patients who received a transplant, and 1,773 patients whose transplant 
failed during the year. 

Capitation Program Principles: 

Control cost by an appropriate mix of services and their efficient delivery; 
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Promote quality of care in terms of apptxjpriate care and outcomes and patient 
satisfaction; 

Promote equity for patients, including free choice of both treatment modality and health 
plan; 

Provide equity for health plans by payment methods that take into account differences 
in patient resource needs and ability of plans to compete for patients. 

Components of a Capitation Pian 

1 . Benefits package that includes all part A and part B services. This could also include 
additional benefits or reduction in copayments as incentives for enrollment. 

2. Marketing and enrollment that allows any Medicare ESRD beneficiary with part A 
and part B entitlement to enroll at any time. Enrollment and disenroUment must be 
monitored to detect bias in patient selection. 

3. Delivery systems comprised of health plans contracting with HCFA and with dialysis 
providers, hospitals, laboratories and physicians. Contracts between health plans and 
providers should be flexible in such matters as risk-sharing and profit-sharing 
agreements. 

4. Payment methods based on monthly capitation amounts for patients on dialysis or with 
a functioning kidney transplant. Payment must take into account patient characteristics, 
including age and a diagnosis of diabetes, as well as extra costs in preparation for a 
kidney transplant and following transplant failure. 

5. Quality assurance provisions. 

6. Monitoring and oversight of the quality of health care services and the fmancial 
viability of health plans on behalf of the government in order to protect the interests of 
Medicare ESRD beneficiaries. 

Payment Methodology Recommendations 

Monthly capitation payments for patients on dialysis, risk-adjusted for differences in 
costs related to patient characteristics; 

Monthly capitation payments for patients with functioning transplants; 

A fixed lump sum payment for each kidney transplant and for each transplant failure to 
cover the incremental costs of these infrequent and expensive events; 


Sqtarate payments for Medicare part A and part B benefits; 
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Use of multiple linear regression models to risk-adjust for additive payment 
adjustments. While they explain only about 3% of total variation in average monthly 
payments, there are a few extremely expensive dialysis patients. Separate sets of risk 
adjustments for part A and part B payments are recommended to take into account age, 
sex, diabetes as cause of ESRD, and previous graft failure. An important adjustment 
for part A payments is a one-time payment for patients in their first month of treatment 
if Medicare is already primary payor. Other risk factors also should be evaluated. 

A fixed loss outlier payment policy as one means to mitigate health plan risk from 
unusually expensive patients. Outlier payments would be paid for cases with medical 
expenses during the calendar year exceeding the capitation payment plus $50,000; 

Care must be taken to avoid incentives for health plans which would discourage the use 
of transplantation or home dialysis as options; 

There are clear rural aid urban differences to be taken into account. 

AVERAGE 1990 MONTHLY STANDARDIZED PAYMENTS 



Part A 

Part B 

Total 

Annual 

Dialysis 

$ 1,334 

$2,049 

$ 3,393 

$40,716 

Transplanted 

One-Time Payment 

$ 472 

436 

908 

10,896 

For Transplant 

$33,971 

$3,948 

$37,919 


One-Time Payment 

$ 8,958 

$3,167 

$12,125 



Table 1 illustrates some of the data from the Rand study. It is important to note that these 
estimates are based on 5 year old data from 1990. Any demonstration will require careful 
updating of the financial estimates used to set reimbursement rates. 

COMMENTS 

Patients with ESRD are expensive to treat, and the 1995 estimate of $8 billion for Medicare 
is only part of the cost. The total cost of ESRD treatment to Medicare and other sources in 
1995 will be some $11.2 billion, based on a methodology used to estimate cost in the United 
States Renal Data System 1994 Armual Data Report. The problem is how to contain costs 
for patients with a disease requiring very expensive treatments and for whom costs can vary 
widely, depending on patient characteristics, complications, and the treatment, while at the 
same time maintaining or improving the quality of care. 

Quality of care is particularly important, as some years ago it became clear that dialysis 
patients in this country had a significantly higher average mortality risk than patients in other 
western countries. At that time, U.S. patients were receiving some 20% less dialysis than 
those elsewhere. To improve the adequacy of dialysis requires use of either larger more 
expensive dialyzers or of a longer dialysis time which is also more expensive. Thus, it 
seems unlikely the cost of dialysis treatment itself can be reduced much, if at all. Any costs 
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saving in the Medicare ESRD Program must come from other economies involving 
hospitalizations, access surgery, physician services, and other items. Capitation is certainly 
worth exploring as a potential means of controlling these costs. 

Nevertheless, the Rand study does not go into detail about how the implementation of 
capitation for ESRD should be carried out. This is a significant problem because, on the one 
hand, dialysis providers and nephrologists in general are not yet experienced with a 
capitation approach and, on the other hand, existing health plans have relatively limited 
experience with ESRD patients. Thus, it is most impottant that the next step towards 
capitation for ESRD be a demonstration project or projects to gain experience with this for a 
very expensive chronic disease with widely varying costs for some patients. Another reason 
for such a study is that by the time it is concluded and the results assessed, physicians and 
providers will have had much more exposure to managed care generally, and so will be more 
open to innovative changes in reimbursement. 

Several concerns are impottant in devising a capitated health care system for the ESRD 
program. First, and most important, measures of quality control are essential in any such 
scheme in order to avoid risk to patients. In addition, methods must be developed to deal 
with several other issues; 

means to prevent selection bias so as to deal with the problem of health plans enrolling 
an overlarge proportion of less expensive patients; 

means to address the influence of health plan and provider financial incentives on the 
choice of treatment modality. The Rand study shows how payment subsidies can be 
created by the choice of time cutoffs. Subsidies could be used as incentives, for 
example, to encourage transplantation and possibly home hemodialysis - the treatments 
with the best survival and quality of life. In any case, it is important that patients are 
educated fully about, and have access to, all modalities of treatment; 

means to encourage beneficiaries to choose to enroll in a managed care plan. Slow 
enrollment continues to be a nagging problem with Medicare managed care 
options generally. 

payments must also take into account geographic variation. For example, hospital days 
and hospital costs vary widely by region, by urban or rural location, and are higher in 
teaching hospitals and disproportionate share hospitals. Thus, geographic differences in 
reimbursement are common now, and can only be adjusted over time; 

means to deal with health plan risk that might occur as a result of inclusion of an 
unexpectedly high proportion of patients with extremely high costs. This problem 
could be mirtimized by adjustment of payments if appropriate, or by use of outlier 
payments; 

means to adjust the capitation rate to match the changing ESRD population. The 
number of patients continues to increase, with an ever larger proportion of complex 
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cases that require more services and have only a limited ability to improve their health 
status. 

The cost containment potential with capitation relates particularly to the opportunity to 
manage the individual patient much more closely. Dialysis costs and the costs of a kidney 
transplant are relatively fixed, but better and more coordinated care using a case management 
approach could improve care, reduce the frequency of hospitalization and access surgery 
problems, and consequently reduce costs. More coordinated management would also allow 
opportunity to reexamine the frequency of physician visits and the frequency and number of 
laboratory studies, both of which help to drive costs in the fee-for-service setting. This 
becomes important as the incidence rate for new ESRD patients continues to grow by some 
8% aimually, while the number of practicing nephrologists is expected to decrease in the near 
future. 

In summary, a capitated approach to the ESRD program has potential merits in terms of cost 
contairunent and improving adequacy of dialysis and quality of care. The Rand study dealt in 
detail with fmancial issues but not with the details of implementing such a program. The 
next step should be the demonstration project under development by HCFA which will give 
the opportunity to learn the issues and problems in implementing capitation. A time when 
the quality of dialysis treatment in the U.S. is only beginning to improve as a result of 
monitoring of facilities and physician and patient education, is not the moment to radically 
change reimbursement without further experience with capitation. Nevertheless, I believe 
this approach will prove fruitful and will be the next major innovation in funding of the 
Medicare ESRD program. 


Thank you for considering these comments. 
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Chairman Thomas. I thank the panel very much. The gentle- 
woman from Connecticut will inquire. 

Mrs. Johnson. Dr. Powe, do you agree with Dr. Blagg that if we 
go to capitated rates they need to be adjusted for severity, that 
their needs to be more than one rate? 

Dr. Powe. I thoroughly support that. I am concerned that, as I 
said. Medicare might pay more if a provider were to select rather 
healthy ESRD patients and vice versa, that if providers took care 
of the very sick, they may not be viable as organizations. 

Mrs. Johnson. We appreciate the danger of that. In the past 
have there been problems with oversight of quality? 

Mr. Rettig. I think what has happened in the past 10 years is 
great attention to mortality as an outcome measure; next, a great 
attention to adequacy of dialysis, accompanied by hematocrit, blood 
pressure, and nutrition. 

The argument that emerged from the lOM conference held in 
1993 is that there is a marvelous opportunity in this chronic dis- 
ease patient population of 200,000, who present three times a 
week, to get data on how well the patients are doing. There are in- 
struments for doing that. They are called questionnaires and they 
are filled out by patients. 

Sometimes patients find it easier to respond to a questionnaire 
than they do to talk to their physician. I think it is long past the 
time when this program should nave been collecting data on phys- 
ical function, bodily pain, social and role function, general health 
perception, and general mental health. A complete quality assur- 
ance system, whether capitated or not, needs all those elements — 
mortality, adequacy, functional and health status. 

Mrs. Johnson. I think that is an excellent comment. Has there 
been any problem in the past with quality? Because if we are going 
to build quality in, and some of you have suggested that one of the 
dangers is that we tend to build that in through regulatory systems 
that also affect costs and not necessarily in a way that improves 
quality. I want to know whether there are any past problems with 
quality and that is not to say that the kind of questionnaire that 
you recommend would be costly, but wouldn’t be very useful. 

I am not sure from Dr. Blagg’s comments that he isn’t envision- 
ing a proper controlling form of government oversight of quality. 
Have there been problems in the past? 

Mr. Rettig. I think there have been, but they are documented 
extensively on mortality and about the same on hospitalization. 
There are very good data systems that have begun to generate data 
on adequacy of dialysis. But you don’t have a complete picture. You 
have anecdotes. That is part of the problem in responding to the 
question. 

I am arguing the need for putting a systematic mechanism in 
place to acquire such data. 

Dr. Blagg. I agree. I am not suggesting that the government 
should be applying strict sanctions in this area. Rather, the infor- 
mation should be available to both patients and to physicians and 
also to the public in general so that by peer pressure we can im- 
prove quality. I agree there was a problem. It is now beginning to 
get better, and that is why I say now is not the time to change the 
reimbursement system. 
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Mr. Rettig. Let me extend that if I may. There are very good 
data systems. They can generate data on a facility-specific basis on 
some outcomes and then those data can be compared to regional 
and national data. They can be fed back to the facility and poten- 
tially they can be made available to patients. I think they should 
be made available to the patients, and that w^ould be much more 
powerful than any system of sanctions. 

Dr. PowE. I agree that there have possibly been isolated prob- 
lems with quality in different areas of the country. I think on a 
broad scale, the care of ESRD patients is excellent. I think that we 
need to understand more how to measure quality of care. It can be 
measured in a variety of ways and we need to get better at doing 
that, and then setting some standards by which we all can work 
to achieve. 

Mrs. Johnson. Thank you. 

Chairman Thomas. The gentleman from California. 

Mr. Stark. I am sure that Mr. Collins is going to be recognized 
again, and he has a case of quality that doesn’t seem to have much 
to do with medical training to me. It is just providing the service 
and it could be in fashion to Members. I will let him go on about 
it. 

Dr. Blagg, in the very round figures when you talk about 
capitating ESRD dialysis, for most people it is three times a week, 
$47. The dialysis itself is about $20,000 give or take $1,000, re- 
gardless of who the patient is, isn’t that 

Dr. BLagg. I agree. 

Mr. Stark. Capitating that we are not going to change a thing. 
It is the other stuff, and here is where the cheese binds, that many 
of these people on whom we are spending $20,000 a year for dialy- 
sis which may vary in its quality, for hospital — we are spending an 
equal amount for hospital admissions 15 days a year hither and 
yon because they get an infection from a poorly run facility, be- 
cause they are not checked at the facility to see whether or not 
they need a better dietary control, so that the cost that we are try- 
ing to control isn’t the dialysis center as much as problems that 
might have been prevented if the dialysis center was more holistic 
in its approach to caring for people. Am I on the right track? 

Dr. Blagg. I agree, except it involves the physician as well as 
the dialysis center. 

Mr. Stark. Dialysis, we are not going to save money one way or 
the other. We could go about that by having tougher standards, 
really enforcing inspection and getting rid of tne bad operators 

Dr. Blagg. I am not sure that would make that much difference 
to costs. In my testimony, I said that as far as dialysis is con- 
cerned, it would be a mistake to try to cut costs there. 

Mr. Stark. I am not saying cut the cost. I am saying we are 
doing about everything we can do there 

Dr. Blagg. Things are changing, going the right way there. What 
may be the way we can save money is by better coordination of pa- 
tient care and making patients have fewer hospitalizations per- 
haps, by 

Mr. Stark. You can’t make them do that, but there might be 
some incentives, it seems to me, to get extra fees for peripheral 
services — that is an accusation, so I don’t know that. But the big 



62 


cost variance, it seems to me, is this 1 to 15 days in the hospital 
to fix something or because somebody gets much sicker than just 
the routine dialysis. 

Dr. Blagg. a significant part of that relates to blood access sur- 
gery. That accounts for one-quarter of all hospitalizations. 

Mr. Stark. Shouldn’t we do these test programs first before we 
jump into that? I don’t know that all HMOs are qualified to jump 
into this — a very small number of our population have it and I am 
inclined to agree. We pretty much have a capitated rate for dialy- 
sis. 

The question is how do we take care of these peripheral things 
and I think all three of you — I wish I could talk more with you 
about the programs, but it does seem to me that we are not talking 
about dialysis, but other treatments that people receiving dialysis 
get. 

Dr. Blagg. I agree. I feel strongly. Do the demonstrations, and 
see whether capitation works, see what the problems with it are 
before making any radical changes in the reimbursement system. 

Mr. Stark. Thank you. 

Chairman Thomas. The gentleman from Nebraska. 

The gentleman from New York. 

Mr. Houghton. I would like to ask a couple of questions. Maybe, 
Dr. Blagg, you could sort of break this down a bit — ^you are for 
capitation, yet you are not for it on a short-term base. That always 
can be so, that there have been innumerable tests on this and I 
don’t know why we can’t move forward on it with full confidence. 

Dr. Blagg. I am concerned that at this point we are only learn- 
ing the ways to really manage quality control in this program, and 
that to disturb the whole system by going to full-scale capitation 
now would cause more problems than it would solve. 

I would like to see us really in control of quality first and seeing 
that we have a capitation system that will do the things I men- 
tioned like ensuring that patients have appropriate access to dif- 
ferent treatments, ensuring that patients have access to choose 
capitation in a way that prevents, if you will, skewing of the pa- 
tient population, and so forth. 

The RAND study gave good information on the financial implica- 
tions of capitation as of 1990. What it did not do was spell out in 
detail how to do the mechanics of the process. 

Mr. Houghton. I understand that, but I want to push you a lit- 
tle bit on this because you will have one study, develop studies. 
You will have something you feel is reasonably satisfactory. You 
will have a policy and move into it and then something else will 
come along. It is inevitable. It is not an end result. It is a process 
of constantly understanding what the quality is. Why isn’t the 
quality sufficient now? 

Dr. Blagg. I think there are a number of reasons why there are 
problems with quality, but it is a lot better than it was 5 years ago. 
At that time, American nephrology in general was concerned about 
shortening the time that patients were on dialysis, and Americans 
don’t like to sit around longer in the dialysis unit than they need 
to. This helped in terms of costs. It helped to cut the costs so there 
were more profits, more margin if you are a nonprofit organization. 
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At that point, we didn’t know enough about what were the right 
measures to judge quality. We now have some handle on this and 
things are improving. But I would be very concerned to make a big 
change to capitation at this time. 

Mr. Houghton. I would respect that. Let me get into another 
area with some of the big economic forces involved, because you 
have the balancing of care and cost. It is going to be a constant 
issue. But our job now is to try to make sure we are doing the right 
thing for the next 20 years rather than just sticking with a system 
which has been pasted together and is certainly not very efficient 
and enormously costly. 

What are those things which we can impact here? There is capi- 
tation, competition, early detection in terms of wellness programs, 
and basic knowledge about families and lifestyles. If there were one 
or two big economic thrusts that we could make assuming that the 
care was going to be there, what would you focus on? Maybe the 
other ^ntlemen would like to comment also. 

Dr. PowE. I think the issue of prevention of this problem is an 
area that has been neglected. Although we know that diabetes and 
high blood pressure cause kidney failure, we don’t have a clue as 
to why some individuals with diabetes or hypertension go on to de- 
velop kidney failure. We need to understand that better so that we 
can develop interventions that will have an impact on that. 

Mr. Rettig. I demur slightly from that. I don’t think there are 
major opportunities for prevention. That issue has been on the 
table for 30 years and is dependent on medical science making a 
big bite into hypertension and diabetes. 

At the present time, the way we are controlling those diseases 
we may be increasing the pool of individuals who live with those 
problems and who then have extended lives during which their kid- 
neys fail. I don’t think there is a big economic bang for the preven- 
tion buck to be had until medical research gives us far more knowl- 
edge. 

Mr. Houghton. If we had a system, which we don’t have and 
probably will never have, that required everybody to take a medical 
examination every year, and we understood not only the obvious 
results of that, but also delved in a little bit about eating, lifestyles, 
drinking, smoking, and elements of the family backCTound which 
might be conducive to certain things, that wouldn^ help? That 
wouldn’t help in the prevention? 

Mr. Rettig. If it were massive and controlling. 

Mr. Houghton. But I mean 

Mr. Rettig. Sure it would help, but at the margins. You are talk- 
ing about behaviors that have to have changed 20 years before 
somebody manifests kidney failure. What do you do 

Mr. Houghton. Or basic family knowledge. 

Mr. Rettig [continuing]. When you reason with your young 
daughter about the cost of smoking, if you haven’t been through 
that, I can tell you I have, about the long-term cost of smoking. 
When somebody figures that one out, how to be persuasive, then 
come back to diabetes 20 years before the presentation of kidney 
failure. 

Mr. Houghton. It just seems to me that there are an awful lot 
of innocent people out there who try to live a decent life and ulti- 
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mately pick up the check for people who could have been helped 
earlier if some detection and wellness program had been out there 
for them. 

Mr. Rettig. The intersection with the low-income population of 
this country suggests to me primary care and universal coverage 
in that area would cut deeply into manifestation of problems that 
need expensive treatment down the line. That is my personal view 
and I can’t document it, but I think we have to begin to think along 
those lines. 

Dr. Blagg. I am in agreement with Dr. Rettig. I believe that if 
we were to give better care before these patients come to dialysis, 
we might make marginal savings. The patients might not be as 
sick when they start dialysis, might not need as mu^ hospitaliza- 
tion at that time. But even if we can slow the onset of dialysis by 
diet and the other efforts we make, patients are still going to end 
up getting kidney failure. So, you slow the process but the end re- 
sult is the same. 

Chairman Thomas. It is always tough wrestling with mere mor- 
tals. We are talking about an organ that is kind of like a fuel filter 
and eventually it simply fails. It is not like smoking-lung cancer. 
You don’t have that kind of a connection. 

I aCTee with you, the value expended certainly would create qual- 
ity of life in a number of other areas, but it wouldn’t necessarily 
change the fact that at the end they would wind up with kidney 
failure. 

Dr. Blagg. If we all live to be 150 we will all get kidney failure. 

Chairman Thomas. Eventually that part is going to wear out. 

The gentleman from Texas. 

The gentleman from Illinois. 

The gentleman from Georgia. 

Mr. Collins. I am not going to take but just a moment, Mr. 
Chairman. My concern is in the area of quality of care. You prob- 
ably heard when I was questioning Mrs. Smits about the particular 
situation of a center in Georgia. The Rand study was based on 
Medicare recipients; did I understand that right? 

Dr. Blagg. That is correct. They took the financial data on all 
Medicare recipients for the year 1990. 

Mr. Collins. Are all kidney dialysis patients under Medicare? 

Dr. Blagg. Dialysis and transplant patients for 1990. They ex- 
cluded a very small number of patients for lack of information or 
other reasons, but it was something on the order of 190,000 pa- 
tients as I recollect it. 

Mr. Collins. But are all patients with this problem under Medi- 
care or are they private pay? 

Dr. Blagg. The estimates they made included the private pay 
portion, too. They calculated that. 

Mr. Collins. You did include private pay? 

Dr. Blagg. Yes. 

Mr. Collins. Are there any variances in the private pay versus 
Medicare? 

Dr. Blagg. I can’t tell you the extent of this. There would be dif- 
ferences, because dialysis facilities may charge private payers more 
than they charge Medicare. 
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Mr. Collins. That is — what about in the area of service? Quality 
of service; would you say there is a difference in private pay versus 
Medicare in quality of service? 

Dr. Blagg. I don’t think so because the same facility may be bill- 
ing primarily private payers for some patients and billing Medicare 
for other patients. I don’t think there is any difference there. 

Mr. Rettig. If I could interject, 92 or 93 percent of the American 
public are covered for kidney failure under Medicare under the So- 
cial Security statute. The remaining less than 10 percent are those 
with no work history. They are not fully or currently insured under 
Social Security. 

Private pay, in effect the Medicare secondary payer is a cost- 
shifting mechanism. One rationale is to take the cost of the ESRD 
Program off the Federal budget and put it on private pay in the 
expectation that the private payment rate is higher. But it is the 
same set of facilities doing it and it is a time-limited thing on pri- 
vate pay. One comes back to the issues of measuring quality in pre- 
cisely the same way that one began. 

Mr. Collins. Ninety-two percent you say are under Medicare. 
That is an interesting 

Mr. Rettig. Fully or currently insured. 

Mr. Collins. That is an interesting shift from private insurance 
to government so-called insurance. 

Mr, Rettig. The ESRD entitlement is the nearest thing we have 
to universal health insurance in this country — fully or currently in- 
sured under Social Security, diagnosis of chronic renal failure, and 
you apply for benefits. 

Dr. Blagg. In 1973 when the legislation was passed, many pa- 
tients either didn’t have insurance or their insurance didn’t cover 
renal disease, and Americans were dying from a disease that was 
potentially treatable. That is why Congress, in its wisdom, decided 
to fund this program not realizing what a Pandora’s box they were 
opening. 

Mr. Collins. Yes, it did open quite a Pandora’s box, because if 
you take that $40,000 annual figure that is per patient under Med- 
icare and you extend that by an average annual earnings of around 
$50,000, at 3 percent you are talking about 5.2 million working 
people earning $50,000 a year to cover the cost of those 200,000. 
An interesting figure. 

Thank you, Mr. Chairman. 

Chairman Thomas. Thank you. I have questions that have been 
presented in other testimony. Dr. Blagg, you indicated that you 
thought there should be more hemodialysis at home. Has there 
been a change in technique, equipment, or knowledge that would 
lead you to believe that? 

Dr. Blagg. There is a potential for new equipment that I think 
will become available for testing within the next couple of years. 
This will enable patients to do hemodialysis at home without an as- 
sistant. We continue to do a lot of home hemodialysis in Seattle be- 
cause we actually use our surplus funds to pay for assistance for 
patients to do hemodialysis at home. We think this is the best 
treatment. I think that 5 years from now we will see a significant 
increase in the use of home hemodialysis with new technology. 
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Chairman Thomas. On the first page of your statement you indi- 
cated you are waiting for publication of the request for proposal 
from HCFA for this demonstration project before you decide wheth- 
er or not you are going to respond to try to participate in it. What 
are you looking for in the proposal? 

Dr. Blagg. I want to see what HCFA is going to require. I don’t 
know what they are going to propose. I have to look at a study 
from the point of view of a large dialysis program working with a 
lot of physicians. We have a large HMO, Group Health in Seattle. 
I have to look at the whole picture before deciding that I want to 
recommend to our board of trustees that we take part in this study. 
It is very interesting, but I don’t want to do anything that would 
jeopardize our program in any way. 

Chairman Thomas. I understand HCFA is responding to a 1993 
requirement for the demonstration project. Are we late in this? 
Should we have done this 4 or 5 years ago or is the timing pretty 
good because of changes that have been made? How good is this 
timing? 

Dr. Blagg. I think the timing has been reasonable. It has taken 
HCFA some time to actually put together its request for proposal. 
But perhaps time is important so they can do this properly. 

Chairman Thomas. My problem with demonstration projects is 
that once you start them you have to wait until they are concluded, 
then you have to examine the evidence and make some timid deci- 
sions. I was shocked, yesterday I was turning the channel and 
came on CNN in which there was an interesting news piece on pa- 
tients suffering from ALS and that apparently there has been a 
secondary benefit from perhaps a drug given to hemophiliacs, but 
a drug that was not necessarily prescribed directly for ALS and 
they had been communicating with each other over the Internet 
and had begun some self-experimentation on dosages not run di- 
rectly through doctors. 

One of my worries is, I was listening to the discussion about 
demonstration projects and producing information and moving in 
an old-fashioned way in a slightly different world, that we may lose 
control if we do not move more rapidly. What I heard several times 
was we ought not to go into attempting to finance in different ways 
the clear need for a different financing structure until the dem- 
onstration project has concluded. 

I guess my answer is, why not, if we have some minimum evi- 
dence that we can make a shift, we can make that shift and can 
then change later. I am not naive in thinking that we can’t just go 
in and out of a structure, but it seems to me we are going to have 
a clear indication of the direction we need to move and we ought 
to begin moving in that direction. Perhaps we should begin moving 
and utilize the demonstration project as a finalizer in terms of the 
ultimate relationship between the new funding mechanism. Any re- 
action? 

Dr. Blagg. The Medicare ESRD Program to this point has prob- 
ably been the most cost effectiye of all Federal programs as shown 
by the data that Dr. Smits presented and ratio of the cost of the 
end-stage renal disease population to the general Medicare popu- 
lation. I am sure there aren’t any other programs that have been 
as effectively, so I don’t see the urgency that you do capitation. If 
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you start the demonstration project, say, in 1996, maybe by the end 
of 1997 or 1998, you are going to at least know where it is going 
and what the problems are. 

Chairman Thomas. I don’t feel a sense of urgency in terms of 
need to move, but this seems to be one of those in which it ought 
to lend itself more to a managed care structure and it doesn’t in 
part because of the financing. If we could make some adjustments 
there, we might, in fact, get better quality for the same dollar. 

Dr. Blagg. I think that is correct. The more managed coordina- 
tion of care is what will improve this, but capitation is an innova- 
tion to most of the EBRD population and their physicians, and we 
need time to get used to it. 

Dr. PowE. I think we need to learn from this demonstration and 
learn to do this right, and I think the demonstration is going to be 
very useful in regard to how to construct a fully capitated program 
from an organizational perspective across this country. I am con- 
cerned it may not work in some areas of this country and things 
could be bad. 

Chairman Thomas. Dr. Powe, if you will comment briefly on the 
question of drugs versus mechanical intervention. Has it limited 
tne ability to move more toward drugs because of the cost? Or, is 
it the treatment question? What is the cost effectiveness in terms 
of use of drugs versus dialysis? 

Are dollars and cents because of the cost of drugs affecting that 
at all, or is it that it is very limited range treatment capability? 

Dr. Powe. I should make this clear; the drugs that we are refer- 
ring to are not used to dialyze the blood so they are not a sub- 
stitute for dialysis. These are drugs 

Chairman Thomas. There could be a maintenance aspect to it. 

Dr. Powe [continuing]. These are drugs to maintain other condi- 
tions which occur in association with kidney disease. 

Mr. Rettig. Mr. Chairman, I have two comments in response to 
your question. I am not a big fan of demonstrations. I wrote a 
paper that demonstrations are anecdotes for action quite often and 
your concern for not wishing to wait seems to me quite appropriate. 
However, it is possible to conceive of the EBRD Program with this 
chronic population as a marvelous test bed for doing lots of things 
conceptually, doing a probe in the managed care environment here 
and doing something else there. That takes a certain amount of or- 
ganizational skill and some efforts, but you can theoretically ap- 
proach that. 

Practically, I yield to others on how feasible it is to use the pro- 
gram in this way. I will say, regardless of the financing mecha- 
nism, you need a quality assessment, quality assurance system in 
place. I was here 2 weeks ago when Dr. Brook testified before this 
Bubcommittee on quality and said quality can be measured, quality 
can be measured. 

The arguments that I have made this morning are, I believe, the 
direction I think the quality system has to evolve regardless of 
whether it is financed by capitation or an extension of the current 
proCTam. 

Chairman Thomas. Last, because some people may not fully ap- 
preciate the difference between the heart and a kidney, one is a 
pump and the other is a filter and we have been much more sue- 
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cessful in artificial hearts than we have in artificial kidneys. In 
fact, we have those, except the machines are so large they aren’t 
very portable. 

Are there any opportunities from your folks’ perspective in the 
next 5 to 10 years to have breakthroughs, technology or combina- 
tion of drugs and technology to get people away from a triweekly 
need to tie themselves to a machine? Are we looking at where we 
are going to be for perhaps the next decade or so? What is the cut- 
ting edge on kidneys? 

Dr. Blagg. I think there are several things. New equipment will 
make home hemodialysis more practical, which will be very bene- 
ficial to some patients. I suppose it is feasible that within the next 
5 to 10 years we may have a wearable artificial kidney. It isn’t nec- 
essarily a bad thing to dialyze longer or more frequently. There is 
a study in Canada going on in which patients are dialyzing them- 
selves every night with wonderful results. A very small number of 
patients are doing this at home. 

Of course, when you get down to it, the real answer is to have 
more kidneys donated and do more transplants. We are also wait- 
ing for this xenotransplantation — taking kidneys from other spe- 
cies, probably pigs, and using these for transplants. It may take 5 
or 10 years before this becomes practical. But when it does, the 
whole situation changes. 

Dr. PowE. Peritoneal dialysis is a form of dialysis that doesn’t re- 
quire the patient to go to the facility three times a week. Currently, 
only about 17 percent of patients in this country receive peritoneal 
dialysis. We don’t understand the reasons for that. Some are medi- 
cally unsuitable for peritoneal dialysis, but this is a modality that 
should be explored in greater detail. 

Chairman Thomas. Any other questions? I thank the panel very 
much. 

The next panel would come forward. Dr. Latos, Mr. Sims, Ms. 
Wish, Mr. Bowden, and Dr. Ludin, I believe. 

Any written statement you have will be made a part of the 
record. We will start with Dr. Latos and move across. 

STATEMENT OF DERRICK L. LATOS, M.D., PRESIDENT, RENAL 
PHYSICIANS ASSOCIATION 

Dr. Latos. Thank you. Good morning, Mr. Chairman and Mem- 
bers of the Subcommittee. I am Derrick Latos. I have been a prac- 
ticing nephrologist in Wheeling, West Virginia, for 18 years and 
currently serve as president of the RPA, Renal Physicians Associa- 
tion. 

I would like to thank you for the opportunity to testify, and I 
welcome the Subcommittee’s interest in reviewing the ESRD Pro- 

S ram. I would like to offer the RPA’s resources in assisting you in 
rafting policy designed to improve an already excellent program. 
I had prepared something more specific for my oral testimony, 
but much of what I had prepared has already been discussed in de- 
tail. What I think I would like to do is to highlight some issues and 
leave what time is available to address some comments and ques- 
tions from the panel. 

One interesting feature of the Medicare ESRD Program that is 
unique among all other programs for Medicare is that this program 
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provides comprehensive care, which includes specialized dietician 
and social work services for both patients and their families. 

One of the concerns that the Renal Physicians Association has as 
well as others is that in privatizing the Medicare system, we are 
very concerned that various health plans may consider some of 
these services as extras and not really germane to the specific med- 
ical therapy. There is considerable data already in existence in the 
published literature that shows the valuable input of appropriate 
and timely nutritional intervention. 

In response to some of Dr. Rettig’s comments, we would agree 
that the quality assurance programs in the Medicare ESRD Pro- 
gram are very unique, and it is our feeling that they have not been 
and probably cannot be replicated by private industry. 

A big concern that we have heard discussed many times today 
is how do we save money yet assure the quality of care that we are 
trying to deliver today. It is clearly realized that much of the 
growth in ESRD expenditure is due simply to the increase in the 
number of people receiving this lifesaving therapy, which is both 
dialysis and transplantation, but at the same time it is incumbent 
upon the provider community, as well as Congress, to maximize ef- 
ficiencies while continuing to improve the quality of the program. 

We have heard ample testimony this morning attesting to the 
very high cost of hospitalization for this generally sick, older, and 
complex population of individuals. There is no question that many 
hospitaliz&tions for dialysis and transplant patients may be pre- 
ventable, and many cannot. One of the major reasons for hos- 
pitalization has to do with vascular access complications. 

People undergoing chronic dialysis need to have a way of cir- 
culating their blood into the artificial kidney. I would point out for 
the record that several months ago the Renal Physicians Associa- 
tion met with staff from HCFA and presented data that suggested 
that considerable savings could be realized if the use of a therapy 
to dissolve clots in some of these vascular grafts, if that were made 
available and then reimbursed as an outpatient service, then many 
hospitalizations could be shortened and sometimes prevented. 

We don’t have data to show what has happened yet, but we cer- 
tainly appreciate the position HCFA took that changed the reim- 
bursement policy. We think that will clearly improve the outcomes 
for patients in tne sense of decreasing their hospital time. We also 
believe that there will be data to show that costs have been sub- 
stantially decreased with that. 

Another critical issue, we believe, is that there must be strength- 
ened efforts to educate renal physicians and other providers re- 
garding issues that assure the delivery of cost-effective dialysis and 
transplant care. The use of practice guidelines such as those re- 
cently developed by the Renal Physicians Association, which deals 
with the adequacy of hemodialysis, will in fact have a measurable 
beneficial effect on patient outcomes. 

Other guidelines already in development will help to assist prac- 
titioners in selecting patients for renal replacement therapy which 
is very much needed, as well as in the appropriate use of expen- 
sive, but necessary technological advancements. 

We are aware of the growing interest in utilizing managed care 
programs for Medicare beneficiaries, including those with end-stage 
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renal disease. The nephrology community has had 20 years experi- 
ence in dealing with a capitated approach to health care and the 
RPA is conducting an extensive analysis of the effects of current 
and proposed capitation systems for nephrologic care, including di- 
alysis and transplantation. We will be developing additional inno- 
vative approaches and look forward to sharing our views with the 
Members of this Subcommittee and others. 

We feel there are other areas for important potential cost savings 
for the ESRD Program and that some of these need to be examined 
in much more detail. We have not heard a lot yet, but we need to 
identify and enhance the identification of basic mechanisms of dis- 
eases that cause kidney failure. 

There needs to be improvement in the detection and manage- 
ment of renal disease in its early phases, and I would be remiss 
if I did not comment on the role of the nephrologist and the other 
members of the renal health care team in early intervention and 
involvement. 

The issues of managed care that sometimes tend to keep the spe- 
cialist, including nephrologists, away from the patients until an ad- 
vanced stage when clearly dialysis is the only option, needs to be 
examined, and we have in fact published some information on this 
and would look forward to further testimony. 

FinalW, the development of more effective strategies in the treat- 
ment of ESRD needs to be examined. There are already studies 
doing that, but we think there needs to be more. 

Last, I offer a suggestion that programmatic improvements must 
also provide stronger rehabilitation initiatives since excellent dialy- 
sis care and successful renal transplantation are only the bare es- 
sentials for restoration of an individual with ESRD to a healthy 
productive life, and that is the kind of life envisioned by Congress 
20 years ago when they put this program together. 

That concludes my oral comments. I would be happy to answer 
questions. 

[The prepared statement follows:] 
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STATEMENT OF DERRICK L. LATOS, M.D. 

PRESIDENT 

RENAL PHYSICIANS ASSOCIATION 
April 3, 1995 
INTRODUCTION 

Good morning, Mr. Chairman, members of the Subcommittee. My name is Derrick L. Latos, MD. I 
am a practicing nephroiogist from Wheeling West Virginia and I am the President of the Renal 
Physicians Association (RPA), RPA is a professional organization of nephrologists whose goals 
are; to Insure the optimal care under the highest standards of medical practice of patients with 
renal disease and related disorders; to act as a national representative for physicians engaged in 
the study and management of patients with renal disease and related disorders: and to serve as a 
major resource for the development of the national health policy concerning renal disease. The 
RPA would like to thank the Ways and Means Subcommittee on Health for this opportunity to 
provide written and oral testimony. RPA's written statement will locus on many of the issues that 
are cunently attecting the renal community, especially in light of the increasing expenditures and 
numbers of patients in the ESRO program. We are very aware of the critical budget constraints 
that our country as a whole is facing. We also recognize Congress' function in examining the 
federal role in caring for ESRD patients as well as Congress' desire to promote competition 
among medical providers in order to cut costs and improve delivery of medical care. Because of 
this concern, we welcome this chance to provide the Subcommittee with our views on all facets of 
the ESRD program. 


OVERVIEW 

In 1991, more than 230,000 people were treated for end stage renal disease (ESRD), the vast 
majority under the Medicare program. Between 1984 and 1991 , the number of ESRD patients 
doubled-to one patient per 1,387 U.S, residents-and the number of ESRD patients is expected to 
double again in the next seven years, according to an estimate from the United States Renat Data 
System (USRDS), The Incidence of ESRD continues to rise at a rate of over 8% each year. The 
number of new program enrollees exceeds the number ot deaths by an increasing amount: from 
+10,000 in 1982 to +17,000 in 1991, The prevalence of ESRD In elderly individuals has 
increased at a greater rate than In the population as a whole: Currently, more than 30% of all 
dialysis patients are over the age of 65, Minorities are lour times as likely as non-minorities to 
develop chronic renal failure, and, on average, they ate younger at the onset of disease than are 
non-minorities. 

In 1991, the total direct cost of ESRD was $8,6 billion. Of this amount, the federal government 
paid $6,15 billion, or 72%. Medicare payments for ESRD are growing approximately 5% annually 
in constant dollars, with virtually all of the increase attributed to the increased patient population. 
Reimbursement rates paid to providers per dialysis treatment have actually declined when 
adjusted for inflation. The RPA believes that the greatest potential for reducing the high costs ot 
chronic renal disease will be found by identifying basic mechanisms responsible tor the disease 
and devising better, and more cost-eftective strategies tor treatment. 

PRIVATIZATION OF THE ESRD PROGRAM 

It Is RPA'S understanding that several Members of Congress, health policy analysts, economists, 
and even some members of the renal community, believe that the ESRD program should be 
"privatized*. By privatization, we understand this to mean that the federal government could be 
charged with providing vouchers for patients with ESRD who would then be able to choose a 
health plan to take care of their renal-related needs. Under this scenario, the continued existence 
of the ESRD program would be in doubt. 

Presently, the RPA has not take a position on this issue. However, we would like to point out 
some of the inherent difficulties this approach would face. 

Although some managed care companies have staled that they would be interested in covering 
the health needs of the ESRD patient, we believe that at closer inspection, many insurance 
companies are likely to balk at the very high prices ot covering the ESRD population. As a 1991 
Institute of Medicine Report noted, according to 1987 data, the average annual expenditure for a 
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typical ESRO patient was $32,000. Estimates of the cost tor caring for an ESRO patient today are 
more than $50,000. Assuming that health care companies still decide they would like to cover 
ESRD patients, it is reasonable to conclude that premium increases will have to be spread to 
other policy holders. These increases would differ by geographic area, thus penalizing soma 
policy holders and not others. This would provide employers with a disincentive against hiring 
Individuals with ESRD because of the extra cost of insuring the ESRD patient and the extra costs 
of insuring their remaining employees. 

RPA fears that insurance companies competing for dialysis business would attempt to find the 
lowest commoh financial denominator, paying at rates below what Medicare pays today. Cost of 
care will become the predominant concern of the insurance company. Unlike the current ESRD 
format, where patients have the ability to choose their nephrologist, health plans would instead 
contract with nephrologists on a lowest cost of-care basis. Thus, many patients would have to 
terminate existing physician relationships. Also, because health plans would contract with a 
limited number of physicians to provide dialysis, there would be a corresponding decrease in the 
number of dialysis facilities available to the patient for his or her dialysis treatments. Easy access 
to these facilities is critical to the successful treatment of the ESRD patient, who is often too sick 
to travel great distances. It seems doubtful that large health plans would take this geographic 
factor into account when enrolling physicians in their dialysis panels. ESRD patients are 
inherently different from other health plan enrollees. Individuals with renal failure are older and 
sicker than the general population and without access to dialysis treatment, they simply will die. 
Because of fhe life-threatening nature of their disease, ESRD patients can not be treated in the 
same manner as other health plan enrollees who are healthier and not in constant need of a 
physician's care. 

RPA is also concerned that insurance companies could be tempted to develop treatment 
guidelines which would exclude coverage for ESRD patients with unusually complex comorbid 
conditions such as cancer or diabetes. This could lead to a situation similar to the period before 
the ESRD program began, when patients often were chosen for dialysis on the basis of their age, 
emotional stability, and chances of continued production to society. Before f972, minorities, 
women, and low-income individuals were underrepresented in the dialysis recipient community. 

Currently. Medicare is the only program offering comprehensive care for ESRD patients, including, 
in addition to, dialysis, nutritional counseling, psychological counseling, assistance in finding 
support groups, and other services RPA is concerned that health plans, on the other hand, could 
place limits on the amount of dialysis treatments allowed, or place a monetary cap on the cost of 
care, similar to the way mental health benefits ate treated. Such limits or caps would threaten 
medically necessary care for ESRD patients. 

Also, under the ESRD program, the ESRD Network Organization and the United States Renal Data 
System (USRDS) exist to oversee the quality of care provided to ESRD patients and these groups 
work to improve health care outcomes. Under a system fueled mainly by private insurers, it would 
be very difficult to continue with such an effective oversight program. As is becoming 
increasingly clear, quality assurance systems are critical to the proper delivery of dialysis care. 
Insurance companies do not have the capabilities to provide the intensive quality agenda already 
being pursued by the ESRD program. 

Current managed care practice encourages primary care physicians to “gatekeep" and may even 
have financial disincentives not to refer patients to specialists. Direct access to a nephrologist is 
essential to ensure quality care tor patients with chronic renal disease, and patients with acute 
renal disease. 

RPA also believes it is important to view "privatization'' in the political sense. The ESRD 
population is one of the most vulnerable segments of the country. They are chronically ill. older, 
and in many cases, minorities. Very likely, a two-tiered system of care could result, with poorer 
patients enrolling in cheaper, and correspondingly lower quality health plans, while wealthy 
patients would be able to access fee-for-senrice plans. The ESRD program, on the other hand, 
has been very successful in keeping patients with ESRD alive, and has kept ESRD expenditures 
to a minimum. RPA anticipates that creating a nation-wide voucher system affecting this sick 
patient population would undermine the program’s success and could have serious health 
ramifications in the future. 


PATIENT POPULATION 

The number of patients in the ESRD program has grown substantially over lime, increasing from 
approximately 10,000 beneficiaries in 1973 to nearly 250,000 today. The ESRD population is 
diverse in age, sex, race, and has changed over the time span of the program. Increasingly 
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ESRD has become a disease of racial minorities and the poor in America. While African- 
Americans make up only 13 percent of the country's population, this group accounts for 35 
percent of the dialysis population. An additional 5 percent of the patients are Latino or Native 
American. Further, many patients with ESRD are people who are financially disadvantaged even 
before they develop ESRD. Twelve percent of the dialysis population under age 65 has no 
insurance coverage at the time of ESRD, and 20 percent of the ESRD population depends on 
Medicaid for insurance coverage. Several investigators have shown a statistically significant 
correlation between renal tailure and finances, such that increasing poverty Is associated with an 
increased prevalence of ESRD. Complicating these trends Is the limited access to medical care In 
rural areas. Five of the six ESRD Networks that report the greatest incidence of ESRD are 
composed of rural states, where geographic access to care may be problematic. These 
demographic trends are not simply persisting, but in fact worsening. 

The ESRD patient population Is becoming Increasingly older. Before the creation of the Medicare 
ESRD program in 1972, candidates for dialysis and transplantation were selected for treatment 
based on subjective criteria. Due to limited resources and the financial barriers to dialysis and 
transplant care, candidates for ESRD treatment were generally under age 65. This is reflected In 
the fact that those over 65 accounted for only 5 percent of total enrollment in the program in 1 974. 
However, this quickly increased to 11 percent in 1975, climbed to 18 percent in 1978, and by 
1988, those over 65 made up 38 percent of the totat ESRD population. Thus the incidence of 
treating renal failure is much higher among the elderly than the general population. The 
proportion of elderly patients among those being treated for ESRD continues to increase, perhaps 
in part because medical technology keeps patients alive longer than in the past. It should be 
noted that the growth among the very old ESRD population is also striking. Among those 85 and 
older, new ESRD patients increased by 18 percent annually between 1978 and 1988. 

Elderly ESRD patients are also sicker than their younger counterparts. Diabetes and hypertension 
account for an increasing proportion of cases. In 1978, among new elderly ESRD patients with a 
specified diagnosis leading to renal failure, 16 percent were diabetic and 38 percent were 
hypertensive. By 1988, these proportions had increased to 29 and 42 percent respectively. 

Elderly patients generally arrive at permanent kidney failure with more comorbidity than younger 
patients, including unstable hemodynamics, vascular disease, and impaired function. In 
particular, elderly diabetics exhibit the comorbidities typical of that disease, including visual 
problems, neuropathy, and amputations. 

In sum, the ESRD patient population has become increasingly older and sicker, and these trends 
are expected to continue throughout the 90's. The needs of these patients therefore are greater 
than ever before and provide nephrologists and their staffs rvith great medical challenges. 

ROLE OF THE NEPHROLOGIST 

Because of the increased penetration of managed care in the health system, defining the role of 
the nephrologist has become increasingly important. Primary care physicians have shown 
hesitancy to assume responsibility for the overall medical management of end-stage renal disease 
patients. They have, as a rule, relinquished this responsibility to the nephrologist who is 
specifically trained to address the unique technology related to dialysis and the unique 
medications related to renal transplantation. 

Some managed care providers have tried to reduce the role of the nephrologist in the care of the 
end-stage renal disease patient. Most primary care physicians, however, are not trained to treat 
the complex multi-system medical problems usually seen in end-stage renal disease patients, are 
unfamiliar with the particular medications and technology prescribed for such patients. They 
would also prefer that the nephrologist provide general medical care, as the nephrologist is most 
likely to see the patient trequently on dialysis or in transplant tollow-up, and address the patient's 
problems as a part of those interactions. 

Furthermore, as a rule, the pre-dialysis patient requires interventions that are unfamiliar to primary 
care physicians. The role of the nephrologist for a pre-dialysis patient involves an initial 
consultation for diagnostic purposes related to the etiology and natural history of the patient's 
renal disease and global recommendations for management. The nephrologist is then re- 
consulted as the patient approaches end-stage renal disease so the patient can be "plugged into" 
the system for dialysis or renal transplantation. If care of the pre-dialysis patient is provided 
exclusively by the primary care physician, the nephrologist may not have an opportunity to 
evaluate the patient until the patient is near end-stage or, in extremis , thus requiring the urgent 
initiation ol renal replacement therapy. When the opportunity to evaluate options for the treatment 
ot end-stage renal disease is made available earlier, the patient can weigh alternatives while in a 
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healthy and stable condition, and perhaps with the Intervention of the nephrologist, avoid or delay 
the eventual development of ESRO. 

Early nephrology referral Is consistent with increased emphasis on preventive care to improve 
outcome and to decrease costs. An early provision of nephrology care for the patient with chronic 
progressive renal insufficiency would yield great dividends in terms of quality of care, improved 
outcome, and cost containment. 

Scope of Practice 

The nephrology subspecialty may be defined as a hybrid discipline. Under certain circumstances, 
nephrologists function as primary care physicians, while in other circumstances they serve as 
uniquely skilled subspecialists, which includes active participation on pediatric or adult critical 
care units. 

There are three categories of patients with renal disease for whom nephrologists serve as primary 
care physicians: 

• children or adults who have mild or moderate chronic renal failure and are treated in an 
ambulatory setting prior to their entry into the ESRD Program: that is, for treatment by dialysis 
and/or transplantation. These patients with chronic renal failure may have renal disease from 
immune origin, as in many forms of glomerulonephritis; from infectious disease, as in chronic 
pyelonephritis: from heredity disease, most notably polycystic kidney disease: trom hypertension 
or diabetes: and from other causes. The need for nephrologists' active involvement in patient 
care early in the course of renal disease is emphasized by a recent publication dealing with 
complications at the time of initiation of dialysis therapy. Those patients seen and followed by 
nephrologists early in the course of their renal disease had much better blood pressure control, 
were less anemic, and enjoyed better nutritional status than those referred late All those referred 
late were in pulmonary edema, required emergency creation of vascular access, and the need lor 
and length of hospitalization at the time of initiation of dialysis was two and six times greater, 
respectively, than for those referred earlier to nephrologists. This study underscores the critical 
need for a greater number of properly trained nephrologists to serve as primary care physicians or 
to provide care in collaboration with the referring physician to this expanding patient population. 

• patients who have kidney or kidney-pancreas transplants are given long-term care by 
the nephrologist, particularly the transplant physician. There is very powerful evidence that, when 
these patients receive treatment from transplant physicians instead of non experts, both patient 
and graft survival are positively affected. 

• Individuals receiving chronic dialysis, either hemodialysis or peritoneal dialysis. 

The outpatient activities of nephrologists account lor well over 90% of the billings ot most 
nephrologists. However, in tertiary or referral medical centers, ambulatory nephrology practice 
may account tor a smaller percentage of nephrology billings. Thus, the main portion of the 
nephrology practice is providing tor the ongoing medical needs of patients with renal disease. 

Nephrologists also serve as subspecialty consultants The principal groups ot patients for whom 
nephrologists serve as subspecialty consultants include: 

• Patients who develop acute renal failure, often due to acute tubular necrosis, in an in- 
hospital setting. 

• Hospitalized patients who develop electrolyte abnormalities. 

• Hospitalized patients who develop hemodynamic imbalances either because of 
cariogenic factors, renal factors, or, in certain instances, iatrogenic factors resulting in a low urine 
output and reversible renal failure. 

• Pregnant women who are at high risk - most notably, those with pregnancies 
complicated either by urinary tract infection, hypertension or pre-eclampsia: patients who have 
chronic renal failure or who have received transplantation, who become pregnant; and diabetic 
patients, particularly those with Type I diabetes mellitus, who become pregnant. 

• Patients who develop severe metabolic bone diseases as a complication of their renal 
disease or other factors. 


• Renal stone disease 
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• Evaluation and treatment of edematous states 

• Complicated hypertension, resistant to standard treatment 

• Evaiuation of hematuria and proteinuria 

In all these instances, nephrologists provide either direct care or consultative care to patients with 
significant, and often life-threatening, illnesses. These patients are provided nephrologic care In 
various settings, including outpatient offices, acute care medical and surgical hospital beds, and 
critical care units. 

Therefore, a nephrologist is a hybrid physician, who serves as a primary care physician in certain 
instances, and as a subspecialist in others. RPA believes that nephrologists should remain the 
primary care physicians for ESRD patients who are treated with dialysis or transplantation. Such 
an arrangement will provide for optimal patient care, better cutcomes and likely less expense. 

ERYTHROPOIETIN 

RPA does not agree with the concept that reimbursement lor Erythropoietin (EPO) should be 
bundled into the Medicare ESRD composite rate. It is RPA's belief that there is no clinical or 
quality-assurance reason to bundle EPO payments into the composite rate 

EPO is a hormone produced by the kidney which is necessary for the body's production of red 
blood cells. Patients with kidney failure produce an inadequate level of EPO which results in 
anemia. Epotin, a bioengineered form of EPO, is administered to these patients in order to 
maintain the proper level of red blood cells. The EPO drug is currently reimbursed by Medicare at 
a rate of $10 per t.OOO units. This reimbursement policy is the most rational method available 
and the safest for the patient because it allows the nephrologist to prescribe EPO solely on the 
basis of the patient's need. 

We believe that a primary motivation behind the proposal to bundle EPO into the composite rate 
Is financial. Large volume providers of the drug can purchase EPO from the manufacturer at a 
discount. If EPO is bundled into the composite rate, large volume providers will be able to 
Increase their financial return because of their buying power, thereby creating a disparity in 
financial returns between large and small distributors. 

It is also our understanding that there is an interest in bundling EPO reimbursement into the 
composite rate in order to provide an economic disincentive against over-prescribing the drug. 

The perception that EPO is being over-prescribed is based on HCFA data which demonstrates 
that EPO dosing has continuously increased per patient while the average hemocrit (a marker of 
the degree of anemia) has remained flat, if this is the case, then the question of why patients are 
becoming resistant to the effects of EPO should be addressed by quality assessment and quality 
improvement methodologies, not economic disincentives. 

Similarly, RPA is aware that anecdotal evidence exists regarding overdosing of EPO. However, a 
policy decision on bundling EPO into the composite rate should not be based on such assertions, 
rather, should be made after data has been collected and a scientifically accurate solution 
developed. The RPA is currently exploring different statistical models and other data driven 
studies regarding bundling and capitation of dialysis services, including EPO dosing, in order for 
the renal community and policy makers to come to such a solution. Additionally, the Health 
Services Quality Bureau and the renal Networks are planning a study on the quality and cost 
effectiveness of EPO. Therefore, RPA believes that a decision to bundle EPO into the composite 
rate would be pre-mature at best until proper data has been collated and analyzed. Once this 
has occurred, a scientifically accurate policy decision can be made. 

PHYSICIAN OWNERSHIP/SELF-REFERRAL 

As the Subcommittee is well aware, the Omnibus Reconciliation Act of 1993 (OBRA 93) contained 
language expanding the original self-reterral prohibition to certain other designated health 
services. Among these designated health services was the listing 'inpatient and outpatient 
hospital services'. This language would prohibit situations where a nephrologist contracts with a 
hospital to provide its inpatient or outpatient dialysis services if the nephrologist (or group of 
nephrologists) had a financial interest in the dialysis senrice. This prohibition effectively hampers 
the continuum of care that nephrologists provide to their dialysis patients and it may have an 
adverse affect on a patient’s access to inpatient dialysis. We ask that you work to fix this problem 
to ensure that dialysis care is not impeded. 
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The principal concerns underlying the sell-reterral prohibition language of OBRA 93, inflated 
charges and unnecessary utilization of services, do not apply to inpatient dialysis services. Most 
inpatient dialysis senrices are furnished to End Stage Renal Disease (ESRD) patients who are 
Medicare beneficiaries and are therefore covered by Medicare through the Prospective Payment 
System (PPS). Under this system, the hospital receives a fixed amount of reimbursement to cover 
all services furnished to an inpatient. Thus, opportunities for increased costs to governmental 
payors as a result of inpatient dialysis contracts involving nephrologists are virtually non-existent. 

Similarly, over-utilization is not an issue. Again, most patients requiring inpatient dialysis have 
ESRD. Dialysis is a treatment that is prescribed tor those with irreversible kidney failure who must 
receive regular dialysis to live. Dialysis is not an elective procedure for ESRD patients and its 
medical necessity cannot be questioned. Once diagnosed, most ESRD patients require dialysis 
several times a week, for two to four hours per session, for the remainder of their lives. Dialysis is 
always therapeutic and never diagnostic. 

In addition, unlike situations where, tor example, a referring physician has an ownership interest in 
an MRI facility, nephrologists are directly involved in the supervision and care to their patients 
receiving inpatient dialysis. Indeed, this provision of dialysis services is simply an extension of 
the nephrologist's practice. 

Prohibitihg large numbers of inpatient dialysis contracts involving nephrologists will have 
untoward, adverse patient care consequences: Given the fact that inpatient dialysis contracts are 
very common in the industry, the question will become: who will assume the responsibility of 
providing these services? Many hospitals do not provide inpatient dialysis and often lack the 
expertise and desire to do so. Non-nephrologist entities could assume a greater responsibility for 
providing this service. However, it is questionable whether these entities could assimilate all, or 
even a significant part of, the potential new arrangements. More importantly, it is undesirable 
from a patienf perspective to bifurcate the responsibility of professional inpatient nephrological 
care and the technical components of inpatient dialysis, placing the latter ih the hands of non- 
physician controlled entities. 

Finally, it should be recognized that the training and support for the conduct of home dialysis is 
often integrated with inpatient services. Therefore, prohibitions on inpatient dialysis contracts are 
likely to have a broader negative impact extending to patients' access to dialysis in the home. 

Congress agreed with RPA's views on this issue and drafted legislative language exempting 
nephrologists when they refer patients for any dialysis related services. This language was 
included in all the major health care reform bills originating in the House, including the Ways and 
Means bill, the Gephardt bill, and the Rowland-Bilirakis Bi-partisan bill. RPA, as well as many 
other medical societies would like to work with Congress in order to clarity and improve the OBRA 
93 self-reterral law. We look fon/vard to this effort. 


QUALITY ISSUES/NETWORKS 

The RPA and all the members of the Renal Coalition are dedicated to quality delivery of dialysis 
care. The ESRD program has one of the finest and most comprehensive quality programs in 
medicine. The spearhead of this quality assurance process is the ESRD Networks. 

The End-Stage Renal Disease Networks provide a cost effective mechanism to ensure the most 
etficient use of Medicare dollars for dialysis treatment and kidney transplantation through 
monitoring quality of care indicators and maintaining timely, complete data on the ESRD program. 
These functions are administered at the regional level, providing direct and immediate access 
from the provider to the Health Care Financing Administration through the ESRD Network. 

The 18 Networks are in immediate contact with 2,642 dialysis providers and 241 transplant 
centers, serving approximately 245,996 patients in 1994. The ESRD Network budget is funded 
through dialysis payments to facilities. 

History. For the first few years of the ESRD program, dialysis services were limited and dialysis 
programs were run autonomously with no coordination within the national Medicare system. In 
1978, The ESRD Network program was designed to provide an oversight system to unite dialysis 
providers with the common goals of providing immediate access to treatment, treating patients 
with the quality care through medical standards developed by the scientific community, and 
helping the patient maintain a quality life which enables each individual to live as a functioning 
member of society. 
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Today, the United States is divided into 18 Network regions. Each Network is administered by a 
governing body made up of representatives of the local dialysis providers. A Medical Review 
Board, representing the providers, acts as the advisory group on clinical Issues. In this way, the 
Networks benefit from the expertise and leadership of renal professionals, representing 
outstanding health care and academic institutions throughout the country. 

Quality Improvement. RPA believes the etfecrtive way to impact care is through continuing 
examination and evaluation of practice. The Networks impact care by three methods: 
encouraging qualify improvement for all providers, identifying providers in need of assistance in 
maintaining quality standards: and by conducting intensive special studies of practice areas, 
using the results to develop practice recommendations. 

Continuous Quality Improvement. The 1 8 ESRD Networks have been involved since 1991 in 
implementing continuous quality improvement (CQI) concepts into the dialysis setting. These 
concepts encourage each provider to look at its own program and define areas for improvement, 
then design action plans to meet these goals. Networks are instrumental In the process by 
providing in-service training to dialysis staff members, including physicians, administrators, 
nurses, dieticians and social workers, on what CQI is. how it has worked successfully in industiy 
and in other health care settings. Further, the Networks provide continuing resources and 
information for the facilities as they design their own CQI programs: and, provide comparative 
data profiles to allow each facility to assess its perioimance relative to other providers within the 
region, state, and nation, and identify areas for improved service. Rather than only seeking the 
outliers. CQI is employed tor all providers regardless of the size of the patient base or quality ot 
care being provided. 

When problems are detected with a dialysis provider, the Network begins one-to-one evaluation of 
the center and its program to help pinpoint causes. The provider is mandated to develop its own 
plan ot action to correct problems. The Networks serve a vital role as a catalyst for Improvement 
by identifying the problem and assisting with solutions. The Networks have had a direct impact in 
improving these facilities, or in closing them when the providers were unable or unwilling to 
change. 

Data Collection. The Network ESRD data base constitutes the most comprehensive disease 
specific registry in the world. Networks process and validate all patient data lor the Medicare 
ESRD program. Beside Medicare beneficiaries, this data base includes non-Medicare patients, 
Medicare secondary and Veterans Affairs patients. 

Patient Satisfaction. Patients are the ultimate benetactor ot the ESRD Network Program, 

Working with dialysis providers to ensure quality care means healthier patients, with fewer 
hospitalizations. But the Networks also work directly with patients in many ways, serving as a 
clearinghouse of information, and encouraging patients to interact with the renal community. 

Grievance Resolution. All Networks maintain a grievance process, enabling the patient to voice 
concerns about a dialysis provider directly to an objective third party. Monitoring grievances is 
one way the Network can tract tacility performance or be made aware of problems which require 
further intervention. 

Many grievances result from a miscommunication between a facility and a patient. With the 
Networks acting as an objective third party, most grievances can be resolved quickly. 

Many complaints are resolved before they end in a formal grievance. Of an estimated 1 ,200 
patient contacts during 1994, only 106 complaints resulted in formal grievances. This mark of 
success shows the Networks have developed an expertise in resolving these concerns at an early 
stage, avoiding major conflicts, and often litigation. 

RPA Involvement In quality Issues. RPA has been heavily involved in the quality improvement 
arena. Recently, RPA published clinical practice guidelines on the adequacy of hemodialysis. 

The RPA noted that in the I980's, credible data documented a decrease in survival rates of 
patients undergoing maintenance hemodialysis for treatment of ESRD. This occurred despite 
advances in dialysis technology. The trend of unfavorable U S. dialysis survival, documentation 
of extreme variability in the quantity of dialysis prescribed and delivered, and controversy 
concerning what constitutes an adequate quantity of dialysis were the stimuli which prompted the 
RPA to develop these practice guidelines on the adequacy of hemodialysis. The membership of 
the Practice Guidelines Committee was made up ot experts from the entire renal community. The 
goals of the guidelines were to define parameters of hemodialysis having significant positive and 
negative effects on patient survival and defining the recommended quantity oi hemodialysis 
delivered which is required lor adequate Irealment of ESRD so patients receive the full benelit of 



78 


hemodiaiysis therapy. These guidelines will hopefully serve to improve the survival rates of 
patients on hemodialysis and serve as an example of the renal community's mission to improve 
the quality of life of the ESRD patient. 


MEDICARE SECONDARY PAYOR PROVISION FOR ESRD 

The Renal Physicians Association would oppose legislative initiatives designed to extend the 
Medicare Secondary Payor provision tor ESRD services beyond twenty-four months. Currently, 
Medicare is the secondary payor for ESRD services for eighteen months. 

HPA believes that extensions beyond the already envisioned 24 months would have a detrimental 
effect on dialysis patients. Such an extension couid lead to higher insurants costs to ESRD 
patients as insurance companies try to offset the price affects of the extension. Large price 
increases couid lead to patients dropping their coverage altogether. Some health plans could 
drop their ESRD coverage completely. RPA is also concerned that such an extension would 
cause health plans to continue to lower the ESRD reimbursement rates. In addition, an extension 
beyond twenty-four months could provide employers with a disincentive for hiring ESRD patients 
or even those predisposed to ESRD, such as individuals with hypertension or diabetes. 

' BIOMATERIALS AVAILABILITY 

As the Subcommittee may know, there is an impending threat to the availability of the raw 
biomaterials used in the manufacture of impiantable medical devices. Because of massive class 
action suits over bodily injuries alleged to have been incurred from silicone breast implants, the 
providers of raw biomaterials to device manufacturers may withdraw entirely from the medical 
market. Possible medical and legal settlement (»sts reportedly cost in the billions while revenues 
to the suppliers often compare at less than $1 million. 

The problem lies with U.S. tort law that allows an individual who has suffered bodily injury from a 
product to sue all participants involved in the manufacture of the product. In medicine, this 
applies to the suppliers of biomaterials tor device manufacture. 

Because of this liability situation, in 1992 suppliers of raw biomaterials informed medical device 
manufacturers that they were withdrawing from the medical device market for all implantable 
devices and some temporary devices. They would continue to supply these materials tor up to 36 
months to allow time lor the manufacturers to develop alternative sources. The 36 month 
deadline ends on December 31 , 1 995. Disruption of this biomaterial source would prove 
disastrous for dialysis patients. Because of the suppliers withdrawal, teflon will no longer 
available for use in vascular access grafts. Without the use of these grafts, dialysis, quite simply, 
becomes almost impossible. 

As a result of this situation. Senator Joseph Ueberman introduced the Biomaterials Access 
Assurance Act of 1 995 which would eliminate raw materials liability when the raw materials 
supplied to the medical device manufacturer either meets the specifications as advertised by the 
raw materials manufacturers, or meets the specifications established by the medical device 
manufacturer. Without this liability relief critical biomaterials, like teflon, will be taken off the 
market leading to critical shortages of vascular access grafts as well as other implantable devices. 
We strongly urge the Subcommittee to work with Senator Ueberman and other members of 
Congress to ensure that patients continue to have access to needed medical devices critical to 
their care. 


CONCLUSION 

The RPA fully supports Medicare's ESRD program. The program is responsible for the lives of 
nearly 250,000 people. Despite the increasing age and sickness of the ESRD patient, the renal 
community has worked hard to make dialysis care both high quality and cost-effective. As a 
result, expenditures for the program have been kept to a minimum. However, RPA is concerned 
that further cuts could lead to quality problems. Nephrologists and other providers in the renal 
community are dedicated to serving the needs of our patients and fo continually improving the 
deliveiy and outcomes of dialysis care. HPA welcomes the Subcommittee's oversight of the ESRD 
program and we offer our fullesi assistance in helping members of Congress draft policy to 
improve an already superlative program. 
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STATEMENT OF TEHRAN WARREN SIMS, B.S.N., R.N., C.N.N., 

IMMEDIATE PAST PRESIDENT, AMERICAN NEPHROLOGY 

NURSES’ ASSOCIATION 

Ms. Sims. Good morning, Mr. Chairman and Members of the 
Subcommittee. My name is Terran Warren Sims. I am a registered 
nurse and I am the immediate past president of the ANNA, Amer- 
ican Nephrology Nurses Association. Our association represents 
over 10,000 nurses who specialize in the care of patients with 
ESRD. 

We have provided information on the ESRD Program to legisla- 
tors and policymakers since the inception of the program in 1972. 
We applaud the Congress for establishing the ESRD Program and 
we support its continuation. It has demonstrated an ability to pro- 
vide cost-effective care to an increasing number of older, sicker pa- 
tients in light of a fixed reimbursement that has decreased in real 
dollars over time. 

We believe this program is one of the most striking examples of 
a publicly funded, privately operated health care program that pro- 
vides lifesaving medical care for a highly vulnerable, very sick pop- 
ulation. At the same time, we are sensitive to the need to decrease 
the Federal deficit and reduce excessive health care spending, and 
we respect the mammoth task before the Congress. In keeping with 
your charge, ANNA comes before you to address issues in the 
ESRD Program that we ask you to consider. 

First, we urge Congress to make the Medicare secondary payer 
provision permanent and to extend the provision to 24 months. In 
our written testimony, we address some concerns about extending 
the provision beyond that time period. Most of the concerns involve 
the response of the employer group health plans and employers 
themselves to significant cost shifting from Medicare. We urge you 
to take these concerns under advisement as you proceed with any 
extension of this provision. 

Second, we support that epoetin continue to be reimbursed sepa- 
rately from the composite rate paid for dialysis services. We pro- 
vide our rationale fully in our written comments, but our major 
concern is the incentive to underdose the drug that is inherent in 
such a fold in. The association has concerns about the impact such 
behavior would have on the health and rehabilitative potential of 
the dialysis population and the cost to the Medicare Program of 
such a scenario. 

With regard to managed care, the association continues to sup- 
port a nursing case management model of care delivery to this 
chronically ill population. We believe that such a model has the po- 
tential to assure the provision of high quality care and to control 
ESRD Program expenditures for several reasons, which we elabo- 
rate on more fully in our written testimony. We worked closely 
with this Subcommittee in the past to legislate an ESRD capitation 
study as part of the social health maintenance organization expan- 
sion in OBRA 1992. 

We urM Congress to continue to support the social HMO project 
and the ESRD capitation demonstration so the nursing case man- 
agement model can be more fully evaluated and so the appropriate 
risk adjusters can be determined for this highly specialized patient 
population. 
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In terms of transplantation, given the significant improvements 
in graft and patient survival in recent years, the number of pa- 
tients on the waiting list continues to grow, as does the waiting 
time for a kidney. The gap between the supply and the need for 
donor organs is greater than ever. 

ANNA and other members of the transplant community would be 
happy to work with the Confess to evaluate legislative measures 
that would increase the supply of donor organs in this country. We 
also support continued funding for research in this area, including 
the use of xenografts. 

Finally, ANNA supports the continued partnership between 
HCFA and the renal community to evaluate and improve the qual- 
ity of care delivered to the ESRD beneficiaries. We appreciate the 
Subcommittee’s review of the ESRD Program. We have seen first- 
hand the benefits that this program has had on the beneficiaries 
and we are grateful for its continuation. We appreciate this oppor- 
tunity to share our thoughts and observations and would be happy 
to answer questions when appropriate. 

Thank you. 

[The prepared statement follows:] 
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Am»»rican NepUfologv Nurses' Association 


TESTIMONY OF THE AMERICAN NEPHROLOGY NURSE S ’ 
ASSOCIATION PRESENTED TO THE SUBCOMMITTEE ON HEALTH 
HOUSE COMMITTEE ON WAYS AND MEANS 
APRIL 3, 1995 

The American Nephrology Nurses' Association (ANNA) is the professional organization 
representing registered nurses specializing in the care of patients with end-stage renal 
disease. In our 25th year as a professional society, and representing over 10,000 
members, ANNA has repeatedly provided information on the ESRD program to 
legislators and policy makers since the inception of the program in 1972. 

The end stage renal disease program has remained a success over the past 23 years, 
in part due to the commitment of the Congress to assure quality care to the 
beneficiaries. As this Congress considers both measures that improve health care 
delivery to the citizens of this country and methods to reduce overall spending in the 
Medicare program, we believe there is much to be learned from the successes and 
limitations of the ESRD program. Medicare entitlement has provided access to care for 
many patients who were previously denied treatment. 

The initial reimbursement rates for outpatient dialysis were set arbitrarily; they were not 
based on costs. Established in 1973, they remained unchanged until 1983. They were 
lowered in 1983 and again in 1986, and no adjustments for inflation were allowed. 

The estimated Medicare per capita payments for end-stage renal disease during 1991 
averaged $38,400. When adjusted for inflation, the per capita costs are increasing 
minimally, or possibly decreasing. But, in fact, aggregate costs are increasing at over 
eight percent per year even with adjustment for inflation. This rise is almost totally 
driven by the increase in the number of patients, as the number of treated patients with 
kidney failure is increasing at over 9 percent per year. 

ANNA is sensitive to the need to decrease the federal deficit and reduce excessive 
health care spending and we respect the mammoth charge before this Congress. 
However, we urge the Congress to maintain the ESRD program, one of the most 
striking examples in this country today of a publicly funded, privately operated health 
care program that provides lifesaving medical care for a highly vulnerable, very sick 
population. 

EXTENDING SECONDARY PAYER PROVISION 


Under current law. Medicare is the secondary payer for individuals with end stage renal 
disease who have coverage through employer group health plans (EGHPs). Medicare 
makes payments secondary to such EGHPs for the first 18 months of entitlement, after 
which Medicare becomes the primary payer. 

ANNA supports that this provision be made permanent and that consideration be given 
to extending the secondary payer provision to 24 months We have concerns about 
extensions beyond that time that we hope the Congress will consider 



82 


■ Such an extension could provide a disincentive for employers to hire ESRD 
patients, and ultimately individuals who are predisposed to ESRD, such as 
diabetics, hypertensives, and minorities. 

■ Such an extension could provide an incentive for EGHPs to eliminate coverage 
for ESRD in their plans altogether. 

■ Such an extension could provide an incentive for insurers to continue to lower 
their reimbursement for ESRD. 

■ Such an extension could serve to drive the cost of private insurance even higher, 
ieading individuals to drop their coverage. 

The GAO study. Impact of OBRA-90's Dialysis Provisions on Providers and 
Beneficiaries, reported in April 1994 that “as employer-sponsored plans react to 
increasing costs, they will have greater incentive to search for ways to reduce their 
expenditures." 

If extensions to the secondary payer provision beyond the 24 month period are 
enacted, ANNA suggests that a provision to evaluate the effects of such a change be 
crafted into the legislation. 

EPOETIN REIMBURSEMENT 


ANNA has issued a position statement supporting that epoetin continue to be 
reimbursed separately from the composite rate paid for dialysis treatment for the 
following reasons; 

1 . There is no clinical, economic, or quality of care reason to change the current 
method for epoetin reimbursement. 

2. The current methodology, paying a fixed rate per specified dose of the drug, is 
based on the number of units of epoetin per dose. This is the most rational 
method for reimbursement, and the safest for the patient because it permits 
physicians to prescribe the medication solely on the basis of the patient’s need. 

3. There are some concerns that folding epoetin reimbursement into the composite 
rate paid for dialysis services could provide a strong incentive to underdose the 
drug. The Association has concerns about the impact such behavior would have 
on the health and rehabilitative potential of the dialysis population and the costs 
to the Medicare ESRD program in such a scenario. 

The Office of the Inspector General of the Department of Health and 
Human Services issued a report in 1 990 saying it found that lower than 
predicted average doses of epoetin were being administered, resulting in 
"a windfall profit of 44 percent to the facilities," when epoetin was 
reimbursed at a flat rate of $40 per treatment. (OIG Report, 1990, p. 4.) 

Further, an Office of Technology Assessment study reported in the 
Journal of the American Medical Association in July 1991 concluded that 
"paying a fixed rate per treatment.. . gave dialysis facilities a financial 
incentive to use low doses..." 


4 . 


There are no data presently available that suggest epoetin is being 
overprescribed based on the current reimbursement methodology. 
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MANAGED CARE 


The Association worked with this committee to legislate an ESRD capitation study as 
part of the Social Health Maintenance Organization (SHMO) expansion in OBRA '92. 
We also worked with RAND in their short-term evaluation of a capitated payment 
methodology for this demonstration. 

The SHMO project began in 1985 based on a mandate in the 1984 Deficit Reduction 
Act. The design of this project was to consolidate the acute and chronic care delivery 
systems and manage care across a full range of services, including acute care, 
post-acute care, and expanded community care Initially developed as an integrated 
care system for the aged, OBRA-'90 amended the original authority to include four new 
sites and allowed for some important modifications in the demonstration. 

One site that was considered was a specialty provider SHMO that would be created to 
serve a population suffering from a specific high-risk disease, such as end-stage renal 
disease. ANNA was successful in its efforts to have such a site included as an 
appropriate one for an ESRD capitation study which would integrate acute and chronic 
care management for patients with end-stage renal disease through a nursing case 
management model 

In a nursing case management model, the case manager serves as the principal 
coordinator of care for the ESRD patient aaoss health care settings, and works with 
other health professionals involved in the patient's care. In addition, the case manager 
provides direct care within the legal scope of practice for advanced practice nurses. 
Such a model has the potential to assure the provision of high quality care and control 
ESRD program expenditures for several reasons. First, advanced practice nurses with 
experience in nephrology have the requisite knowledge and skills to monitor and 
intervene to prevent occurrence of some of the most common causes of hospitalization 
for the ESRD population. Specifically, aggressive, proactive care is likely to prevent 
many of the complications associated with vascular access and fluid and electrolyte 
imbalances. Additionally, nurses have strong preparation in health promotion and their 
focus on the individual within the context of the family enhances their potential to build 
on the patient's strengths and capabilities and to maximize the family role in care. 

The nurse case manager is a health care provider who can serve as a substitute for 
physician providers in providing primary care to ESRD patients. In 1990 the National 
Kidney and Urologic Disease Advisory Board raised concern about the future supply of 
adult nephrologists, suggesting that current medical school and nephrology enrollment 
trends portend a future shortage. If this scenario develops, use of advanced practice 
nephrology nurses in case management roles will free up nephrologists from providing 
care that can be capably provided by these nurses and enable the nephrologist to 
focus on care that only they are prepared and qualified to give. Additionally, the case 
manager role is a mechanism to address one of the concerns raised by the Institute of 
Medicine study committee, that of lack of continuity of care among the various 
physician providers for individual renal patients (Rettig & Levinsky, 1991). The 
emphasis that the case management model places on care coordination and inter- 
professional collaboration is one means to address this concern. 

Dianne Feeney, RN, MS, assistant vice president for care management of Health 
Services for Children with Special Needs, Inc., in Washington, DC, presented a specific 
example in a recent issue of the Nursing Spectrum: 

"Case managers with organ transplant expertise fill an important niche in 

managed care organizations. Mr. S, a 44-year-old recently diagnosed with 
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end-stage renal disease, enrolled in an HMO. Following his first acute care 
admission as a member, his case manager contacted him and his primary 
physician to discuss the treatment plan and orient them to plan providers. 

The case manager arranged a transplant workup with one of these 
participating providers and initiated discussions with the facility's transplant 
coordinator. The case manager reviewed benefits, including donor 
coverage, with all parties Two months after enrollment Mr. S had a new 
kidney. The case manager monitored his progress throughout the 
hospitalization while arranging home infusion therapy as part of discharge 
planning. Follow-up continued after discharge including coordination of 
post-transplant medical care and helping Mr. S to obtain anti-rejection 
medicine, as well as arranging counseling services to enable him and his 
family to deal with the ongoing issues of chronic illness. The case manager 
also referred them to a transplant recipient support group." 

We urge Congress to continue to support the Social Health Maintenance Organization 
project and the ESRD capitation demonstration so the nursing case management 
model can be more fully evaluated and so appropriate risk adjusters can be determined 
for this highly specialized patient population. 

NEED FOR MORE DONOR ORGANS 


According to the United States Renal Data System 1994 Annual Data Report , the 
number of cadaver and living related donor transplants have shown very little increase 
over the years. However, the kidney transplant waiting list continues to grow so that 
the gap between the supply and the need for donor organs is even greater than in 
previous years. 

At the end of 1 993, there were nearly 25,000 patients on the kidney transplant waiting 
list; in that same year slightly more than 8,100 cadaver transplants were performed. 
One year later the number of patients waiting for a kidney had increased to just under 
27,500 patients and the number of cadaveric transplants performed was just over 
8,300, 

In 1992 the median days waiting time on the list for kidney transplantation was 621 
days. This is the most recent data available However, in 1 991 the median waiting 
time was 518 days. We can assume from this, and from the increased number of 
patients waiting, that the current waiting time is even longer than the 1992 figure. 

According to one HCFA source, in terms of annualized costs, a dialysis patient 
dialyzing for one year has TOTAL costs to Medicare of $44,000. In the year he 
receives a transplant, that patient represents annualized TOTAL costs to Medicare of 
$88,000. However, in subsequent years as a "functioning graft" patient, TOTAL costs 
to Medicare average $7,400. (A certain percentage of the successful kidney transplant 
recipients loses Medicare entitlement at the end of three years following 
transplantation. Therefore, their costs are shifted from Medicare to other payers, 
whereas the alternative dialysis costs would have to be borne by Medicare ) 

In a May 1992 article in Seminars in Nephrology, Paul Eggars notes that one of the 
basic questions facing any cost comparison of dialysis and transplantation is whether 
graft survival rates are sufficiently high so that subsequent dialysis cost savings offset 
the initial transplant costs. In a study conducted by Dr. Eggars on Medicare 
reimbursement data from 1979, he estimated that the high initial costs of 
transplantation were recovered in about 4 years for cadaveric transplants and in about 
3 years for living donor transplants. Graft and patient survival estimates at that time 
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showed one-year graft survival rates of 51 percent for cadaver grafts and 75 percent for 
living donor grafts. This reflects the state of the art in the late 1 970s. 

Transplant graft survival rates have improved markedly since the estimates used in 
studies before the advent of cyclosporine as an immunosuppressive agent. In the 1994 
United Network for Organ Sharing iuNOSt Center Specific Report , one-year kidney 
graft survival for a cohort of patients from 10t1/87 to 12/31/91 was 81 .6 percent. 
One-year patient survival rates for the same cohort was 93.8 percent. Given these 
increases in graft survival, it can be assumed that the initial costs of transplantation are 
recovered in less than 4 years for cadaveric graft recipients today. 

On the basis of this information, ANNA believes that it is in the patients' and the payers' 
best interest to promote transplantation as a cost effective modality of care for 
end-stage renal disease The missing element, however, is an adequate supply of 
donor organs for the nearly 30,000 patients waiting. 

ANNA and other members of the transplant community would be happy to work with the 
Congress to evaluate legislative measures that would increase the supply of donor 
organs in this country. We also support continued funding for research in this area, 
including the use of xenografts. Transplantation not only improves the quality of life of 
the recipient, but it is also the most cost effective modality of care for this patient 
population. 

QUALITY OF CARE ISSUES 


The ANNA applauds Mr. Stark's efforts to promote quality assessment and continuous 
quality improvement within dialysis facilities and to ensure the adoption, endorsement, 
and application of industry-wide standards for the benefit of the patients who are the 
beneficiaries of the ESRD program. We feel that mandating such standards in statute 
is inappropriate, however, for a number of reasons. 

There are eighteen ESRD Network Organizations throughout the country that are 
currently under contract to HCFA to perform oversight activities to assure the 
appropriateness of services and protection for ESRD program beneficiaries. 

HCFA, with input from ANNA and other members of the renal community, has reshaped 
the Network program's approach to quality assurance and improvement in order to 
respond to the need to improve the care to Medicare ESRD patients. This new 
approach has been named the ESRD Health Care Quality Improvement Program 
(HCQIP). 

The Networks began implementing the HCQIP in July 1994 with the ESRD Core 
Indicators Project as one of its major projects ANNA was part of a workgroup from the 
renal community that was established to provide guidance to HCFA in the development 
of the ESRD Core Indicators Project. 

The purpose of the Project is to: assist ESRD care givers in assessing and improving 
the care provided to ESRD patients; to describe the prevalence of important clinical 
characteristics of adult, in-center hemodialysis patients; to identify opportunities to 
improve care for these patients; and to establish a consistent clinical database for 
these patients. 

The quality or "core" indicators that were selected to describe several conditions of 
care for adult, in-center hemodialysis patients in the 1994 phase of the project were: 
adequacy of dialysis, anemia, blood pressure control, and nutritional status. 
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The most striking opportunity for improving care to in-center hemodialysis patients 
concerns the adequacy of dialysis. In the last quarter of 1 993 only 43 percent of such 
patients received dialysis which resulted in a urea reduction ratio (URR) of greater than 
0.65, the threshold for adequate dialysis recommended by the Renal Physicians 
Association and a NIH Consensus Development Conference Panel. 

Previous studies by the United States Renal Data System have estimated that in 1986 
and 1 990 the percentage of patients with a prescribed KtA/ of 1 .2 (equivalent to a URR 
of 0 65) was 20 percent and 30 percent, respectively The 43 percent finding in 1993 
suggests that progress is already occurring. 

Publication of an educational brochure for patients concerning the adequacy of dialysis 
is currently under development by HCFA, with the assistance of ANNA and with 
publication scheduled for this spring. Other activities planned include the distribution 
of the 1994 Core Indicators Project Report to all dialysis facilities. The Networks will 
also develop intervention activities to assist dialysis care givers to understand the data 
report and how to use the information to identify opportunities for improving patient 
care The next Core Indicators data collection effort will begin early this summer, 
looking at adult peritoneal dialysis patients. 

In addition to participating in the HCQIP, ANNA has worked in the recent past with 
HCFA to revise the Chronic Disease Medical Evidence Report to enable HCFA to 
evaluate the appropriateness of ESRD therapy. We have worked with them on their 
revision of both the facility survey process and tool and we are actively working with the 
staff at this time in their review and revision of the conditions of participation. 

While there is still much progress to be made. ANNA believes that the combined efforts 
of the renal community and the HCFA have led to improvements in the quality of care 
delivered to ESRD patients such that H R, 1067 is not necessary at this time 


The American Nephrology Nurses' Association appreciates the committee's review of 
the Medicare End Stage Renal Disease program. We have seen firsthand the benefits 
this program has had on the beneficiaries and we are grateful for its continuation. We 
appreciate this opportunity to share our thoughts and observations with the committee 
and will be happy to meet with staff to discuss them further. 
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Chairman Thomas. Thank you very much, Ms. Sims. 

Ms. Wish. 

STATEMENT OF DIANE WISH, EXECUTIVE DIRECTOR, COMMU- 
NITY DIALYSIS CENTER, CLEVELAND, OHIO, ON BEHALF OF 

NATIONAL RENAL ADMINISTRATORS ASSOCIATION 

Ms. Wish. Good morning, Mr. Chairman, and Members of the 
Health Subcommittee. My name is Diane Wish and I am the execu- 
tive director of three freestanding, not-for-profit dialysis facilities in 
Cleveland, Ohio. I am appearing on behalf of the NRAA, National 
Renal Administrators Association, and am the current president of 
that association. 

We are delighted to have the opportunity to participate in this 
important hearing on the Medicare ESRD FVogram. Our testimony 
will focus on a number of issues. We would like to begin by empha- 
sizing that the Medicare ESRD Program has been highly successful 
in providing access to life-sustaining quality care to over 90 percent 
of individuals with end-stage renal disease in this country. 

Thirty years ago, individuals who received a diagnosis of end- 
stage renal disease faced near certain death. This program has also 
been extremely cost effective as explained in the latest USRDS 
1994 Renal Data Report. 

According to this report, while real Medicare payments per year 
for ESRD continue to rise in response to a growing ESRD popu- 
lation, average payments per patient per year showed little or no 
growth in the last 5 years. The real level of reimbursement per di- 
alysis treatment, determined through the composite rate schedule, 
has been declining for almost two decades. The USRDS also noted 
that the trend of little or no growth in real per capita Medicare 
payment for all ESRD patients is particularly surprising since 
Medicare coverage was expanded in 1989 to include EPO, which 
now is used in over 80 percent of patients. 

For these reasons, we would strongly urge the Subcommittee to 
maintain the ESRD Program as it is currently structured because 
it has successfully met the objectives of the program in a cost- 
effective manner. 

For the very same reasons and for quality assurance purposes, 
we also adamantly oppose privatizing the ESRD Program. Such a 
move would result in serious access to care problems for ESRD 
beneficiaries, significantly reduced patient choice, and would com- 
promise the quality assurance programs currently in place. If the 
ESRD Program were privatized, the ability to obtain accurate, vali- 
dated cost, and quality data would be seriously jeopardized. 

HCFA’s continuous quality initiatives, which are just beginning 
to make a significant impact, might be lost forever. We strongly 
recommend that no further action be taken to privatize the ESRD 
Program until the results from the ESRD capitation demonstration 
project are evaluated. 

The NRAA can support the concept of managed care for ESRD 
patients; however, we would want assurances that patients have 
the option to sign up for a managed care plan or remain in the cur- 
rent ESRD system, and that there be multiple managed care plan 
choices. 
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Kidney patients themselves have expressed serious concerns with 
managed care plans according to an Office of Inspector General’s 
report entitled, “Beneficiary Perspectives of Medicare Risk HMOs,” 
released in March 1995. Until there is better data on quality of 
care in HMOs for ESRD beneficiaries, the NRAA supports the con- 
tinuation of Medicare’s rule that prohibits new ESRD patients from 
joining an HMO unless they are in HMOs when their kidney fail- 
ure begins. Waiting for the findings of HCFA’s ESRD capitation 
demonstration would make the most sense. 

We strongly recommend that this Subcommittee seriously con- 
sider writing into law the same type of inflation adjustment for di- 
alysis facilities like that provided to hospitals and other Medicare 
providers. This was an lOM recommendation. We must vie for 
labor and supplies with those who do receive updates in their pay- 
ments. 

For this year, we earnestly request the Subcommittee increase 
payments to dialysis facilities by 3.7 percent for fiscal year 1996 to 
reflect the projected price increases facilities will experience in the 
coming year and pay for quality improvements. The NRAA is great- 
ly concerned that dialysis facilities will not be able to continue to 
provide quality care without an increase in payments. 

We support HCFA’s continuous quality improvement initiatives, 
including the national anemia study and the core indicator study 
which supports a 1.2 KtA^ adequacy standard. Those studies have 
provided benchmark data for dialysis facilities to improve their 
quality of care. 

There is also special concern for low-volume rural facilities and 
inner city dialysis facilities that treat a kidney patient population 
which requires extra social services. 

Our concern is, based on the fact that we have been doing every- 
thing we can to be cost effective during the past 20 years, the list 
of cost containment possibilities has been exhausted. The new Kt/ 
V standard will only increase our costs. The only things left to cut 
will impact quality. Our membership strongly believes we are very 
close to that point. 

We also recommend that the ESRD secondary payer provision 
should be expanded to 24 or 30 months, as it will save Medicare 
money and help fund the 3.7-percent increase. EPO should not be 
bundled into the dialysis payment as it will create incentives to 
underdose patients which would result in higher, rather than lower 
costs to Medicare, as these patients would require more medical 
care; in particular, more hospitalizations. The physician self- 
referral provisions which apply to physician-owned dialysis facili- 
ties, concerning the administration of prescription drugs in their fa- 
cilities and contracting with hospitals for inpatient acute care, 
should be eliminated as they create unnecessary barriers to needed 
medical care. 
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Again, I would like to thank Chairman Thomas for allowing the 
NRAA to express its views on a wide range of issues before the 
Subcommittee. The task before you is enormous and the need to 
control costs is great. We hope you will remember that the ESRD 
Program is a true model of cost-effective care. Please do not hesi- 
tate to call on us for information and data concerning renal care 
and dialysis facilities as you formulate your recommendations for 
fiscal year 1996. 

Thank you. 

[The prepared statement and attachments follow;] 
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STATEMENT OF DIANE WISH, EXECUTIVE DIRECTOR 
COMMUNITY DIALYSIS CENTER 

Good morning Mr, Chairman and Members of the Health Subcommittee. My name is Diane Wish, and I am ihe Executive Director 
of Community Dialysis Center, which operates three free-standing not-for-profit dialysis facilities in Cleveland. Ohio I am currently the 
President of the National Renal Administrators Association (NRAA). 

The NRAA is a voluntary organization representing professional managers of dialysis facilities and centers throughout the United 
States. We represent free-st^ding and hospital-based f^tlitres. w^tch are for-proRt and non-profit providers located m urban and rural 
areas Our members manage approximately rwo-thirds of the dialysis units in this country which provide dialysis services to a majority 
of Medicare End-Stage Renal Disease patients The association was founded to provide information and education lo our members and 
to work with ihe Congress, the .Administration, and other ovmight organizations on the Medicare ESRD program Our organization is 
dedicated to providing quality of care in the most cost effective manner. 

Wc are delighted to have the opportunity' to participate in this important hearing on the Medicare ESRD program Our testimony 
will focus on: (1) the reasons to maintain the current ESRD program, (2) our concerns with managed care. (3> the need to establish an 
annual inflation update factor, (4) our recommendation for a 3.7% update for fiscal year 1996 to pay for quality improvements, (5) suppon 
for a 24 to 30 month ESRD secondary payer provision. (6> opposition to EPO being folded into the composite rate paid to dialysis facilities 
and (7) rccommendarions for modifying the physician self referral bans as they apply to {rfiysician owned dialysis faciliitcs. 

MEDICARE ESRD PROGRAM ic rc-rr^-rti.r 

The Medicare ESRD program has been highly successful in providing access to iife sustaining quality care to over 90 percent of 
individuals with end-stage renal disease in this country. Thirty years ago. individuals who received a diagnosis of ESRD faced near-certain 
death. Dialysis and kidney transplantation were just then emerging as experimeniat procedures and w-ere available in only a handful of 
medical centers More importantly, these treatments weie beyond the financial reach of most Americans. The Medicare ESRD program 
introduced hope where there was none, saving several hundred thousand Americans from premature death by making life-saving treatments 
financially possible In fact, the Institute of Medicine, in its landmark study entitled. Kidney Failure and Medicare Program, concluded 
that, 'll has been remarkably successful in fulfilling ns intended objectives " 

This program has also been extremely cost effective as explained in the latest United Slates Renal Data System fUSRDS), 1994 
Annual DaU Report. According to this report. "While teal Medicare payments per year for ESRD continue to rise in response to a 
growing ESRD population, average payments per patiem per year show little or no growth in ihe last five year,?. The real level of 
reimbursement per dialysis treatment, determined through the composite rate .schedule, has been declining for almost two decades." The 
USRDS also noted that, "This trend of little or no growth m "real" per capita Medicare payment for all ESRD patients is particularly 
surprising since Medicare coverage was recently expanded to include EPO (9<'89), which now is used in over 80 percent of center 
hemodialysis patents. 

The report Rirther notes that, "With adjustment for the overall change m consumer prices, per capita Medicare expenditures for 
ESRD increased 1.3 percent per year from 1990-199J and by an annual average of 03 percent from 1987-1991, When adjusting for 
medical care inflation, real Medicare ESRD expenditure per patient per year actually declined by 3.2 percent from 1990-1991 and 2.9 
percent per year from 1987-91. Alternatively, the change in real per capita Medicare expenditures for non-ESRD beneficiaries adjusted 
for overall inflation, increased an average of 3.5 percent per year between 1987 and 1991 " 

These facts have led Stuan Aleman, chairman of ProPAC to conclude that without the ESRD program Medicare would have paid 
far more for ESRD patients than n currently does. 

for these reasons we would strongly urge the Subcommittee to maintain the ESRD program as it is currently structured because 
it has successfiilly met the objectives of the program and in a most cost effective manner. 

OPPOSE PRIVATIZING THE ESRD PROGRAM 

For the very same reasons and for quality assurance purposes we also adamantly oppose privatizing the ESRD program We do 
not believe that sufftcient numbers of insurers could be induced into accepting Medicare vouchers for ESRD beneficiaries. Given the costly 
nature of their care, amounting to over S38.000 per year, we find it extremely hard to believe that Medicare would risk adjust the vouchers 
ht^ enough to anract significant numbers of insurers to accept these Medicare beneficiaries in their plans. Wc know ESRD benefictaries 
already experience difficulty in purchasing Medigap policies because of pre-existing condition clauses and prohibitively high premiums 
due to fheir disease. 

Privatizing the program could also result in eliminating the beneficiary safeguards built into the Medicare ESRD program. For 
example, patients currently have the choice of modalities and the location of where they dialyze Privatizing the program would result m 
an unregulated enviroiunent in which access to care and patient choice could be negatively impacted. Some physicians could be 
disenfranchised in the process. Also, there could be a significant negative outcome for academic/hosptfal-bascd programs 

We strongly recommend that no further action be taken to privatize the ESRD program until the results From the ESRD 
capitation demonstration project can be evaluated. 

if the ESRD program were privatized the ability to obtain accurate, validated cost and quality data would be seriously 
jeopardized. HCFA's continuous quality initiatives, which are just beginning to make a significant impact, might be lost forever. 

CONCERNS ABOUT MANAGED CARE 

The NRAA can support the concept of managed care for ESRD patients. However, we would want assurances; ( I) that patients 
have the option to sign up for a mwiaged care pliUJ or remain in the current ESRD system. (2) that there be multiple managed care plan 
choices. (3j that access to nephrologist care before kidney failure be assured, and (4) that good consumer protections, including appropriate 
claims processing and ^peal rights be required. 

Kidney patients themselves have expressed serious coocctrs wiUi managed care plans, according to an OfTlce of Inspector General's 
Report entitled, Beneficiary Perspectives of Medicare Risk HMOs, released in March 1995 (See Table A which is a summary' of 
ESRD/Disabled Beneficiary Perspective by enrollee and disenrollee.) For example, the study found that disenrolled ESRD bcneficianes 
were 4 1 times more likely than ESRD cnrollees to say that medical care received through an HMO caused their health to worsen The 
ESRD disenrollees were the most likely to repon that their primary HMO doctors restricted access to needed Medicare covered services, 
did not refer them to specialists when necessary, and did not take their health complaints seriously They were also the most likely to 
seek out-of-p!an care while still enrolled in the HMO and to believe ihat holding down the cost of care was more important to primary 
HMO doctors and the HMDs than providing the best medical eare. 

NRAA members have also found that their patiotts are concenied about HMOs ESRD patients have expressed concerns about 
having to chance physicians, dialyze at a facility that is Inconvenient and would require long travel limes, or be unable to change diaivsis 
facilities and physicians tf not satisfied with the quality of care in the HMO. 

NRAA member data, contained m Tables B through E, demonstrate that quality of care in HMOs is no beiier and bv some measure 
worse. Our data, from 3 dialysis facilities with a total of 41 1 patients located in the Midwest, indicates that gross monaliiy rates are berter 
for regular ESRD Medicare beneficiaries than those enrolled in Medicare Risk HMOs and standard mortality rates (i e 'adjusted for age, 
sev, race and diagnosis) are about Ihe same for both. Comparing hospitalizaieons and days in she hospnal, 3 dialysis f'aciliSies wiih 1047 
pa'.ienis in Ohm. lound that the HMO paiiertts had no fewer ho^itaiizations nor days in the hospital for 1994, than the regular CSRD 
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paiienis. 

in light of the IG's study and our own data and experiences, to protect ESRD beneficiaries, the NRAA would ur^e ihc 
Subcommittee and Congres.s to spend more time studying the issue of ESRD beneficiaries and managed care There is a real need to 
proceed with caution before creating incentives for these beneficiafies to join Medicare Risk HMOs. Until there is better data on qua(u\ 
of care in HMOs for ESRD beneficiaries, the NRAA supports the continuation of Medicare’s rule that prohibits new ESRD patients from 
joining an HMO unless they are in an HMO when their kidney failure begins. Waiting for the findings of HCFA s ESRD capitation 
demonstration would make the most sense 

NEED TO INCLUDE A DIALYSIS INFLATION UPDATE IN THE LAW 

Medtcare's payment structure for dialysis facilities is unique in the Medicare system. Dialysis facilities are paid a prospective 
payment to cover the cost of providing all dialysis related services, including the cost of a dietitian and social worker This prospective 
payment system has been called the first DRG However, unlike hospital DRG payments, which are annually updated, there is no statutory 
automatic inflation update to this payment, as there for are hospitals, hospices, nursing facilities and other providers Instead, pavmeni to 
dialysis facilities can only be increased by the Congress or the Admmistratiorj. 

Without an inflation adjustment written mio the statute, we know only too well that the Congress, in these tight budgetary times, 
will find It very difficult to increase payments to dialysis facilities, even when they are meritorious. 

Because other Medicare providers have inflation adjustments included in their payment formulas, Congress can reduce the update 
factor, saving Medicare money, and still grant some inflation increase to these providers. 

We cannot understand why the composite rate payment does not include a medical inflation adjustment when dialysis facilities 
must vie with hospitals and physicians, who do receive annual updates, for the same pool of labor and must pay similar amounts for 
medical supplies, health insurance and other overhead costs. 

The Institute of Medicine (lOM). in its two year study of the ESRD program, also concluded that Medicare should provide annual 
updates for dialysis facilities. Concerned about quality of care, the lOM slated that annual updates were necessary in order to ensure that 
patients received all of the care they required. 

We strongly recommend that this Subcommittee seriously consider writing into the law the same type of annual inflation adjustment 
formula for dialysis facilities like that provided to hospitals, hospices and other Medicare providers. Then each year the Congress can 
determine an appropriate update factor as it docs for all other Medicare providers. 

RECOMMEND A 3.7% UPDATE IN DIALYSIS FACILITY PAYMENTS FOR FY 1996 

We strongly request the Subcommittee increase payments to hospital-based and free-standing dialysis facilities by 3.7%, for 
fiscal year 1996, to reflect (he projected price increases facilities will etpericDcc in the coming year and pay for quality 
improvemenu. 

ProPAC’s Analysis of Increased Costs - ProPAC in its 1993 Report to Congress recommended a 2,5% increase in payments to 
hospital-based and free-standing dialysis facilities for FY 1994. We never received this update. In ProPAC's 1995 Report to Congress, 
the Commission's analysis indicated that the prices of inputs used in a dialysis treatment will rise by about 3.7% between fiscal years 1995 
and 1996. At a minimum, dialysis facilities should be given an inaease to reflect real cost increases. Instead, ProPAC decided to 
recommend no increase because they believe that free-standing facilities arc still reimbursed more by Medicare than their costs. However, 
if ProPAC had not applied, what we believe was an erroneous 12 percent audit adjustment in calculating the costs of providing dialysis 
services for FY 1995-1996, they would have concluded that payments were less than 1 percent above costs for free-standing dialysis 
facilities. Based on our own membership data we actually believe that at least a 10 percent update is appropriate for FY 1996 The NRAA 
would be happy to share with (he Subcommittee the data we provided ProPAC this year, which includes a detailed analysis of the true costs 
of providing dialysis services in free-standing dialysis facilities. 

Medicare Payments Have Been Essentially Frozen - The prospective payment system established for dialysis facilities in 1983 
was reduced $2 a payment in 1986 and only increased by $1 a treatment in 1990 for FY 1991. In other words, dialysis facilities did not 
receive any inflation updates, like other Medicare providers, throughout the 1980$ and instead had their payments frozen for most of the 
decade. Following the dollar increase in 1991, payments have been frozen. No other Medicare provider has had to live without inflation 
updates for this long. With about 90% of revenues coming from Medicare, dialysis facilities have very little ability to cost shift, and 
therefore must depend upon adequate Medicare reimbursement. 

Costs Continue to Rise - ProPAC projects a 3.7% increase in costs for dialysis facilities between 1995 and 1996 The costs of 
complying with CLIA, OSHA, and other regulations on water quality and dialyzer reuse, increased labor costs and other overhead costs 
are making ii very difficult for too many dialysis facilities to provide all of the care older and sicker patients now require Staff to patient 
ratios cannot be further lowered nor can the ratio of registered nurses to non-registered nurse staff be reduced. ProPAC’s analysis 
confirmed our findings and discovered that staffing ratios and mix have remained flat for the past three years. 

Cost of New Quality Standard - Funher, the National Institutes of Health (NIH), and the Renal Physicians Association have 
recommended an increase from 1 0 to t .2 adequacy of dialysis care standard, known as Kt/V It is our understanding that this new quality 
standard will be included in HCFA’s proposed changes to the ESRD Conditions of Coverage rules. As an association we strongly support 
this new standard and believe that dialysis facilities have been moving to meet it since November of 1993. In order to comply wiih this 
new standard, many dialysis facilities will have to incur additional costs for labor to dialyze patients longer and or purchase new equipment 
ProPAC has concurred m our assessment and seated m its 1995 Report to Congress that, the Commission believes that payments must 
recognize the additional costs of meeting the new adequacy standards 

Quality May Be Compromised - The NRAA is greatly concemed that dialysis facilities will not be able to continue to provide 
quality care without an increase in payments. We support HC^A’r Commuous Quality Improvement (CQl) iniiiaiives, including the 
National Anemia sill‘d:' • ■' -J-quacy standard. These studies have provided 

benchmark data for dialysis facilities to improve their quality of care. There is also special concern for low volume rural facilities and inner 
city dialysis facilities that treat a kidney patient population which requires extra social services. 

Our concern is based on the fact that we have done everything we can to be cost effective during the past twenty years. The list 
of cost containment possibilities has been exhausted The new Kl^V standard will only increase our costs There comes a point when the 
only thing left to cut may impact quality. Our membership strongly believes that we are very close to that point. 

EXTEND THE ESRD MEDICARE SECONDARY PAVER PROVISION 

We urge the Subcommittee to permanently extend the ESRD Secondary Payer provision from 18 months to 24 or 30 months 
beginning January 1. 1996. Currently, unless the Congress approves Presidenl Clinton's FY 1996 budget proposal to permanently extend 
the 18 month ESRD MSP provision it will sunset in 1998 and then reverts back to a 12 month secondary payer requirement. Extending 
to 24 or JO months saves S839 million over 5 years, according to a CBO estimate obtained in 1993 with a 1994 effective date 

Patients Are Not Negatively Impacted - A December 1992 GAO study entitled. Medicare Millions in End-Stage Renal Disease 
Expenditures Shifted to Employer Health Plans, concluded that very few dialysis patients were negatively impacted by the 18 month 
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pa> cr proviiion and ihai NJediCdic saved inillions oi' dollars. A lollouup siud\ b\ GAO in April !‘m4 tn lit led I in pad of 
'JO’s OiaUsis Prosisions on ProMders and Benencianes slated ihai. Our review of payment rules mdicaies ihatonK rareK will u nuiter 
to dte beneficiary whether Medicare or ihe employer plan pays first. The e.xtension should noi affect most f.SRD paiicnt.s' our-ot-pockcr 
expenses, because specific payment provisions insulate ESRD patients with dual coverage from being singled out for increased oui-ol-pockei 
expenditures " 

Medicare Will Save Money • The Impact of OBRA'90’s Dialysis Provisions on Providers and Beneficiaries study also 
concluded that Medicare would annually save S87 million from the 18 month ESRD secondary payer provision. 

The N'RAA docs not believe extending this provision by 6 or 12 more months will have any appreciable affect on ESRD 
beneliciary access lo employment or health insurance But it will save Medicare millions of dollars 

We would, however, oppose an open ended ESRD secondary payer provision as wc believe this would create access to employ meni 
and health in'Urance problems for ESRD beneficianes. 

OPPO.SE EPO BEING INCLUDED IN THE COMPOSITE RATE 

It has been suggested by one or two organizations in the renal community that the payment method for EPO be changed to 
"bundle” the payment for EPO into the composite payment for dialysis. Under this proposal, facilities would be paid an additional amount 
whether or not EPO was furnished and regardless of the number of units administered 

The NRAA joins with the Renal Physicians Association and the American Nephrology Nurses' Association in urging the 
Subcommittee and the Congress to reject this approach because of the real potential for abuse. When Medicare initially set the 
reimbursement at a flat rate of $40 per treatment for most patients, regardless of the amount administered, the Office of Technology 
Assessment (OTA) and the Office of inspector General (OIG) issued reports that found that lower than predicted average doses were being 
administered. Largely on the basis of the OIG report. Congress in OBRA 1990 changed the reimbursement methodology to SI I per 
thousand units administered. In OBRA 1993. Ihe payment amount was reduced to $10 per thousand units. 

There are now additional reasons to reject a flat rate or bundled payment. OTA in an article published in the Journal of the 
American Medical Association, in July 1991. concluded that "paying a fixed rate per treatment with the biologic agent gave dialy.sis 
facilities a financial incentive to use low doses . and fewer than 45 percent of patients who had been treated for 6 months or more had 
ever attained ihe target hematocrit. ' In other words, a bundled payment would create strong financial incentives for some providers to 
withhold EPO or reduce doses which would result in the return of anemia and a sharp reduction in the health status and the quality of life 
of many dialysis patients 

Funher, folding EPO payments into the composite rate would not result in reduced Medicare expenditures for ESRD patients. This 
15 because dialysis patients receiving EPO have been found to develop fewer comorbid conditions that require inpatient hospital treatment 
A recent study conducted by Johns Hopkins School of Medicine and HCFA found that patients on EPO are less likely to have heart failure, 
angina, myocardial infarction, depression, and strokes than patients not receiving the drug. The study also concluded that use of EPO may 
be associated with fewer overall hospital admissions and fewer days spent in the hospital. 

If financial incentives to withhold EPO led to increased use of transfusions. Medicare would incur the additional costs of treating 
blood-bomc infections and patients would risk development of antibodies, increasing iheir chances thai a kidney transplant would be 
rejected These additional costs would most likely wipe out any potential savings associated with bundling EPO payments into the 
composite rate. 

The NRAA would also like to be on record m opposition to lowering rcimbursemcm for EPO. The U.S. price of EPO is already 
the lowest in the world. The list price according to Amgen is on average 34 4 percent lower than the European price and 68 percent lower 
than the price in Japan 

EXEMPT PHYSICIAN OWNED DIALYSIS FACILITIES FROM THE INPATIENT HOSPITAL SERVICE AND OUTPATIENT 
PRESCRIPTION drug BAN INCLUDED IN THE 1993 SELF-REFERRaL LAW 

As a result of the self-referral ban on "inpaiieni hospital services" included mOBRA 1993, as of January I, 199.*!, physician owned 
dialysis facilities, group practices and solo practitioners can no longer provide hospitals with the staff and dialysis machines required to 
dialyze their inpatients, if they refer their own paiienis to the hospitals 

The NRAA strongly recommends that the Subcommittee explicitly exempt physicians who have ownership or atrangemcni 
agreements with hospitals to provide inpatient dialysis services from the ban for the following reasons 

The purpose of the exemption is to assure that hospitals will be able to provide acute dialysis services to their patients Many 
hospitals cannot afford to provide 24 hour a day acute inpatient dialysis services and have therefore contracted with local dialysis facilities 
(solo practitioners, group practices and physician owned) to provide the staff and dialysis machines to dialyze patients with renal failure. 
Such arrangements result in continuity of care and better quality of care because the same staff is providing the patients with dialysis care 
in both the inpatient and outpatient setting The patients also benefit greatly by having iheir treatments performed by highly qualified staff 
If these hospitals had no other option but to hire their own staff, it is likely that the staff would not be as qualified This would be due 
10 the lack of experience and expertise especially when the volume of treatments they performed was low. 

Smaller cominuntly hospitals and hospitals in isolated areas rely upon acute care contracts with physician owned dialysis facilities 
in the community to meet patient care needs that cannot be met in any other way. Without this proposal some hospitals that cannot afford 
to staff an inpatient dialysis unii may have to transfer iheir critically ill patients with renal failure to other hospitals This could negatively 
impact and compromise these patients health It might also jeopardize the continuity of physician care, create additional hardships for 
the patienis and their families and increase the patients' emotional stress. 

Further, we do not believe these arrangements should be included in the self-referral ban because the dialysis services are actually 
an extension of the physician's practice. Also, hospitals already h^ve oversiob* rosponsibilny for utilization and admission revieivs to 
ensure that patients are not dialyze'^ 

In summary, our proposed correction would; < I ) avoid reducing access to inpatient dialysis care. (2) help maintain conimuiiy ot 
patient care and; (5) allow hospitals to enjoy the most cost-effective means of providing inpatient dialysis services 

The NRAA would also urge you to eliminate the OBRA 1993 ban on outpatient prescriptions drugs being dispensed in phvsician 
owned dialysis facilities. Nephrologist owned dialysis faciljries. like all other dialysis faciliiies, order a number of prescription drugs lo 
be given to patienis while on dialysis. These medications are covered under Medicare's Conditions of Coverage and are reimbursed by 
Medicare Peritoneal dialysis, which Is performed by a patient outside of the dialysis facility, is also categorized as a prestnpiion drug 
for Medicare reimbursement Prohibiting physician owned facilities from prescribing peritoneal dialysis would mean that paiients ofihese 
physician owned faciiitie.s would be precluded from this form of dialysis. We do not believe even the authors ol' the self rcfenal pros ision 
intended to ban the provision of prescription drugs when delivered within the physician owned dialvsis facility Such a ban would 
cM'ecuvely deny paiient.s of these facilities from receiving proper care and could endanger ihese patients' lives 
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CO^CLLSION 


RECOMMENDATIONS 

1. We strongly recommend that the Medicare ESRD program be maintained in its current form for now 'Af \voi)id urge 
that you not consider restructuring this program by either privatizing it or mandating managed care lor iho FSRD 
population until validated information is available from the ESRD capitation demonstration project 

2 We earnestly recommend that you establish in law an annual inflation update factor as exists for all oihor Medicare 
providers. 

3 For fiscal year 1996 , we urge a 3.7% inflation update, based on ProPAC's analysis of projected increa-sed ( t (995- 
1996 and which is now needed to pay for a higher standard of dialysis care. 

4 The ESRD Secondary Payer provision should be expanded to 24 or 30 months as it will save Medic.irc t;ii«iuv not 
negatively impact ESRD patients, and help fund the 3 7% increase 

5 EPO should not be bundled into the dialysis payment as it w'ill create incentives to under dose patients which ' iM result 
in higher rather than lower costs to Medicare as these patients could require more medical care and m p.iriMil ir more 
hospitalizations. 

6. We support the continuation of the prohibition on new ESRD enroltees in Medicare Risk HMOs unless ihcv iri. ilready 
enrolled when their kidneys fail. 

7, The physician self referral ban on physician owned dialysis facilities from administering prescriptions Jr ;.- n iheir 
facilities and the prohibition on contracting with hospitals for inpatient acute care should be eliminated, .w i.reaic 
unnecessary barriers to needed medical care. 

Again, I would like to thank Chairman Thomas for allowing the NRAA to express its views on a wide range of ESRD i-- k - he lore 
the subcommittee. The task before you is enormous and the need to control costs is great We hope that you will remember ih.n ' c i 
program is a true model of cost effective care. Please do not hesitate to call on us for mfonnaiion and data concerning renal c.itc h ;1\ sis 
facilities as you formulate your recommendations for fiscal year 1996. 
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I Table A: Beneficiary Perspecliyes by Medicare Categories of Aged 

or DisabIed/£SRO 


Disenrollees 

Eorollees 


Aged 

Disabled/ 

ESRD 

Aged 

Disabled/ 

ESRD 

MedicaJ care received through the HMO 

20% 

41% 

2% 

1% 

caused beoeficiaty’s health to get worse. 

(4.094) 

(358) 

(17,294) 

(231) 

For a scheduled appomimeot with ihctr 
primary HMO doctors, usually waited; 

49% 

78% 

51% 

68% 

^ 1 to 4 davs 

(10,246) 

(1.630) 

(468.557) 

(15.749) 


24% 

15% 

26% 

11% 

► 5 to 8 days 

(5,011) 

014) 

(237,936) 

(2,549) 


27% 

8% 

23% 

21% 

► more than 8 days 

(5,654) 

(158) 

(204,855) 

(4,771) 

For a sdteduled appointment with specialists, 
usually waited: 

40% 

69% 

35% 

12% 

► 1 to 4 days 

(5,976) 

(1.218) 

(258.235) 

(3,353) 


25% 

13% 

29% 

42% 

► 5 to 8 days 

(3,797) 

(222) 

(213,086) 

(12,008) 

36% 

19% 

36% 

46% 

k' more than 8 days 

(5,370) 

(332) 

(265,888) 

(13,061) 

Primary HMO doctor failed to provide 

20% 

39% 

3% 

4% 

Medicare covered services chat were needed. 

(4,366) 

(823) 

(30,648) 

(1.285) 

Primary HMO doctor failed to refer to a 

21% 

50% 

5% 

6% 

specialist when needed. 

(4.431) 

(1.054) 

(42.743) 

(1.725) 

Sought ouc-of-plao care while a member of 

20% 

49% 

7% 

7% 

the HMO. 

(4,160) 

(1.027) 

(63.392) 

(2.237) 

Primary HMO doctor didn't take their health 

38% 

43% 

11% 

20% 

complaints seriously. 

(7.892) 

(976) 

(104,185) 

(4,671) 

Holding down the cost of care was most 
important tc 

26% 

48% 

10% 

2% 

► primary HMO doctor 

(5,471) 

(989) 

(94.109) 

(586) 


34% 

50% 

11% 

11% 

- the HMO 

(7.042) 

(J.030) 

(105.041) 

(3,324) 


Source: Office of Inspector General's report entitled, 
"Beneficiary Perspectives of Medicare Risk HMO's," 
issued March, 1995. 
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TABLE B 


ALL INSURANCE 


FACILITY 

TOTAL 

patients 

EXPIRED 

patients 

CROSS 

MORTALITY 

PERCENTAGE 

A 

211 

21 

9.05% 

B 

94 


6.93% 

C 

106 

U 

9.40% 

ALL 

411 

39 

9.5% 


EXPIRED 

PATIENTS 


GROSS 

MORTALITY 

PERCENTAGE 




8.B9V^ 

4.05% 


7.8% 


FACILITY 


TOTAL 

PATIENTS 


106 


|[ _ _ HMO 


1 FACILITY 

TOTAL 

PATIENTS 

EXPIRED 

patients 

GROSS 

MORTALITY 

percentage 

1 ^ 

71 

8 

10.13% 


37 

0 

0.00% 

1 C 

18 

4 

18.18% 

1 ALL 

126 

iZ 

9.5% 


COMMERCIAL 


FACILITY 


A 

B 


TOTAL EXPIRED 

patients patients 


II I 


6 


CROSS 

mortality 


8.33% 

































96 


TABLE 

8 MONTH INTERIM STANDARD MORTALITY RATIOS FOR 
THREE MIDWEST DIALYSIS FACILITIES 


I. FOR ALL INSURANCE CaTaGOIUES 

FACILITY PATIENTS SMR 

A 79 .50 

B ISS .54 

C 70 .30 

ALL 307 .47 

U HMO INSiniANCE 

FACILITY PATIENTS SMR 

A 15 .93 

B 61 .54 

C 29 O.OD 

ALL 105 .43 

Di. medicare insurance 

FACILITV PATIE>JTS SMR 

A 56 .22 

B 90 .51 

C 36 .46 

ALL IM .42 

rV COMMERCUL INSURANCE 

FACILITY PATIENTS SMR 

A 8 2.18 

B 7 .98 

C 5 .99 


ALL 


20 


1.38 
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I Mil I 


l> 


Kaiser Patients Had No Fewer Hospitalizations 
nor Days in Hospital for 1994 


i ‘ m KAISER 





I — ■ ^ p — 

ADMITS ALOS INPATIENT 

per patient per admit DAVS 


per patient at riak 


Differences are not significant 


l ABI.I I 


No actuarial difference in hospitalizations 
nor days In hospital for 1994 








KAISER 

NON KAISER 

SIGNIFICANT 

DIFFERENCE? 


PATIENTS 

75 

972 

n/a 


PATIENT DAVS 

19477 

253663 

n/a 


HOSPITAL DAYS 

536 

9362 

n/a 


% ADMITTED 

50.6 

62 6 

NO 







HOSP ADM per 

3 7 

5.9 

NO 


1000 PAT DAYS 



(t-test) 


HOSP DAYS per 

2.6 

3.7 

NO 


100 PAT DAYS 



(tteat) 
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Chairman Thomas. Thank you very much, Ms. Wish. 

Mr. Bowden. 

STATEMENT OF A. BRUCE BOWDEN, CHAIRMAN, NATIONAL 
KIDNEY FOUNDATION 

Mr. Bowden. Thank you, Mr. Chairman, Members of the Sub- 
committee. I am chairman of the NKF, National Kidney Founda- 
tion, which at age 45, is the oldest and largest of the nonprofit or- 
ganizations in tne United States, representing the interests not 
only of kidney patients, but of the professional care team that 
takes care of them. 

We appreciate the opportunity to be here this morning to talk 
about what we view as a tremendously successful 22-year-old pro- 
gram. A number of the benefits of the program have been talked 
about this morning. One of the most dramatic that hasn’t been 
mentioned is the fact that when this program came in, it ended the 
existence of committees in hospitals which had to make, on a daily 
basis, decisions of who would live on dialysis and who would not. 

During the life of the ESRD Program, a lot of changes have 
taken place. The ability to care for a broader range of patients, 
much more difficult cases, has caused the population to be older, 
to be sicker, to be poorer, and to be more heavily made up of mi- 
norities. 

We have submitted written recommendations and I believe they 
generally fall into four categories. The first one that has been dis- 
cussed earlier this morning is quality. There is a clear need for 
quality standards. The most recent USRDS data on mortality, on 
the high rate of complications and hospitalization, point clearly to 
the need for quality tools. We believe that government and the 
renal community should work together on the development of qual- 
ity tools, not only to measure quality, but also to assure it, that 
these tools should deal not just with dosage, with Kt/V, but with 
nutrition, with staffing patterns, and with quality of life issues. 

Second, access has been discussed, an equally important area. 
We believe access means something a little broader than what has 
been discussed. We believe access means informed access by all pa- 
tients to all modalities of treatment to include transplantation, 
home hemodialysis, and peritoneal dialysis. It is not just an issue 
of geographic access. 

Obviously, there are problems with organ donation. Some of 
those have been discussed. There is a problem with the organ sup- 
ply. We would again remind the Congress that there is the oppor- 
tunity to allow a pilot program on the use of financial incentives 
for cadaveric organ donation, and to allow for the removal of finan- 
cial disincentives for living related donation. We also believe that 
Congress has an opportunity not only to allow transplants but to 
keep healthy transplants by extending Medicare coverage for 
immunosuppressant drugs for the life of the graft. 

The third area that we believe is important is the area of preven- 
tion or delay in the progression of kidney disease. Obviously, diabe- 
tes and high blood pressure — hypertension — are tremendous causes 
of end-stage renal disease. We commend Mr. Stark on H.R. 1068 
which suggests a demonstration project on the benefits of attempt- 
ing to delay the onset of ESRD. The NKF is working in a similar 
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direction. It has had a task force now for almost 3 years on inves- 
tigating early intervention and prevention. Really, this is a tremen- 
dously important area. 

The final area that is covered by our recommendations is the 
area of rehabilitation. We think, as I said earlier, that informed pa- 
tient choice among all modalities of treatment is tremendously im- 
portant, which form of treatment best suits their style of life and 
can support their quality of life. We believe that there should be 
incentives for units, to emphasize home hemodialysis, which is 
probably the most effective treatment technique that has yet been 
shown, also to create night shifts at hemodialysis centers to accom- 
modate working patients. 

We also believe that there should be guidelines on staffing pat- 
terns, recognizing that these have to be flexible depending on pa- 
tient makeup, but these staffing guidelines should talk ^out all 
the disciplines, nutrition, social work, nurses and technicians, as 
well as physicians, and should deal not only with the numbers of 
staff, but also with their qualifications. 

In summary, we think this has been a tremendously successful 
program, but certainly one which, hopefully if some of these modi- 
fications would be considered, could be made even more successful. 

Thank you. 

[The prepared statement follows:] 
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TESTIMONY OF A. BRUCE BOWDEN, ESQ. 

NATIONAL KIDNEY FOUNDATION 

Mr. Chairman, Members of the subcommittee, I am A. Bruce Bowden, a practicing 
attorney from Pittsburgh, Pennsylvania and current Chairman of the National Kidney Foundation 
(NKF). The NKF is the oldest and largest voluntary health organization representing the 
concerns of kidney patients and the health care professionals who serve their needs. The 
Foundation is pleased to have the opportunity to appear before the Committee this morning to 
discuss the Medicare End Stage Renal Disease (ESRD) Program. 

We welcome Congressional oversight on the status of this program. However, we would 
like to emphasize that the Foundation in its own right has played the role of watch dog 
continuously since the program's inception in 1973. Our efforts have been focused most 
recently around a project which we call "Controversies in the Quality of Dialysis Care." That 
initiative underscored the concern that some aspects of the ESRD program, including its 
payment system, can be improved. We would like to state at the outset, however, that we do 
not claim to be experts in reimbursement methodology or on managed care. We would suggest 
specifically with regard to the role managed care could play in the delivery of ESRD services, 
that the issue needs careful study and perhaps it would be prudent for the Congress to 
commission the Institute of Medicine (lOM) or other group to evaluate the implications of such 
an alternative payment system for this unique patient population. 

As patient advocates we would like to make several observations that deserve particular 
attention as the Committee continues its oversight. We do so in the interest of improving access 
to and quality of care for Americans who have End Stage Renal Disease. 

(1) The Medicare ESRD entitlement has been an overwhelmingly successful program, 
making life sustaining renal replacement therapy available to hundreds of thousands of people, 
irrespective of their economic status, their age, gender, race, religion or country of origin 

(2) At the same time we must take into account the changing nature of the patient 
population being served, whioh reflects an aging America, improved success in treating ESRD 
patients with serious comorbidities and an increasing incidence and prevalence of kidney failure 
among minority groups, which far exceeds their representation in the overall population 

(3) In order to make sure that the program continues to meet its objectives in a cost- 
effective manner. Congress, the Health Care Financing Administration (HCFA) and the renal 
community must address the following issues providing adequate reimbursement for dialysis 
treatment; establishing a quality assessment methodology and quality assurance system that 
serves patient and clinical goals; authorizing sensible policies to support transplantation, the 
most cost-effective ESRD treatment modality; and helping palients, their families, clinicians, and 
the public come to grips with appropriate criteria for providing long term chronic care to patients 
of advanced age with multiple comorbid conditions. 

HISTORY OF THE ESRD PROGRAM' 

I want to provide the subcommittee with a brief analysis of the history and results of the 
Medicare End Stage Renal Disease Program and its relationship and importanoe to the current 
discussions about health care and Medicare reform. The program is truly impressive; as 
Chairman Thomas stated in announcing this hearing, it has saved thousands of lives since it 
was founded twenty-two years ago. Moreover, it has accomplished this remarkable success 
while its per-patient costs remained under tight control. Those facts are a source of great pride 
for the program and provide valuable lessons that may have future usefulness 

The experience with the ESRD Program, however, also teaches that any health delivery 
system must be more than simply a payment mechanism. We've learned that when the federal 
government is virtually the only payer for a medical service, cost control can become a dominant 
consideration in delivering the service. Cost control in isolation can lead to many problems. For 
instance, it could be argued that reduced dialysis reimbursement may have contributed to the 
high dialysis mortality rate in the United States, which is the highest of any industrialized nation. 

We have learned that quality assurance measures and systems must be included in 
any payment program from its inception. Any truly successful health care system must be 


See Appendix. 
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concerned with quality, access, translation of scientific advancements and outcomes of 
patient care, as well as the relationship of these factors to cost. 

A landmark in the evolution of the ESRD program was the creation of the United 
States Renal Data System (USRDS) in 1986. The USRDS is arguably the finest registry of 
its kind in the world and the epidemiologic data which it collects in conjunction with the 18 
ESRD Networks provide direction for the kind of quality improvement initiatives which we 
advocate. 

Epidemiology 

There were 1 1 ,000 ESRD patients eligible for Medicare at the inception of the 
program on July 1, 1973.^ By December 31, 1990, the prevalence of reported ESRD therapy 
at that point counted 165,353 patients.^ Today there are over 220,000 Americans currently 
receiving dialysis treatment. The growth in expenditures under the Medicare ESRD Program 
can be largely explained by the remarkable expansion in the number of patients served, 
together with changes in the composition of the ESRD population. Three areas should be 
highlighted: the shift in age distribution of patients on dialysis or transplantation, alterations 
in the profile of patients accepted for ESRD treatment (relating to the underlying cause of 
kidney failure) and increases in the prevalence of patients with serious comorbid conditions 
This can be attributed to enhanced ability to provide renal replacement therapy for older and 
sicker patients. 

With respect to the aging of the ESRD populatioh, there were 3,552 Medicare ESRD 
patients between 70 and 74 years old on December 31, 1980. A decade later there were 
14,093 patients in that age group. The growth in the number of ESRD patients over 75 is 
even more striking -- from 2,578 at the end of 1980 to 16,124 on December 31, 1990. 

Stated in another way, patients between 70 and 74 comprised 8,5% of the ESRD population 
in 1990 as opposed to 6.75% in 1980. Comparable percentages for the over-75 age group 
are 9.75% (1990) and 4.9% (1980).'' 

Per capita Medicare program expenditures tor dialysis patients increase with each 
adult age category. For instance, for 1990, the following annual costs were reported by 
HCFA:® 


Aoe Grouo 

Exoenditures Per Diaivsis Patient 

15-24 

$33,220 

25-34 

$34,495 

35-44 

$34,795 

45-54 

$35,960 

55-64 

$38,256 

65-74 

$45,405 

75 + 

$47,926 


Another major demographic change has been the growth in the number of ESRD 
patients with a primary diagnosis of diabetes. On December 31, 1980 there were 4,358 
Medicare enrollees in that category, accounting for 8.27% of the ESRD population. This 
should be compared with the 40,514 Medicare ESRD patients with diabetic nephropathy at 
the end of 1990, constituting 24.5% of the ESRD population Indeed, diabetic kidney disease 
has become the leading cause of irreversible kidney failure in the United States. Moreover, 
kidney failure is only one consequence of diabetes. Diabetics may become blind and may 
suffer from neuropathy and peripheral vascular disease which may lead to loss of limbs Not 
surprisingly, annualized mean expenditures for dialysis patients with a primary diagnosis of 


^Richard A. Rettig, Ph.D., Policy Analysis. Policy Formulation and End-Stage 
Renal Disease . Rand Corporation: 1980, p. 8. 

^United Stales Renal Data System (USRDS), 1993 Annual Data Report . Table B.1. 

'Ibid. 

^ Health Care Financing Research Report: End Stage Renal Disease . 1991, p. 60. 
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diabetes are higher than for any other group ($49,040 versus an average of $41,315). 

Finally, we should not overlook the ethnic distribution of the Medicare ESRD 
population. While African Americans make up 12% of the population of the United States, 
they accounted for 28% of the Medicare ESRD population on December 31, 1980 and 30% 
of beneficiaries as of December 31, 1990. There were 15,044 African Americans on dialysis 
or with a kidney transplant on the former date, compared to 49,827 at the latter date.® 

Many African Americans have limited or inconsistent access to health care throughout their 
life time and many with end stage renal disease have numerous unmet health care needs 
with which ESRD providers must grapple. 

RECOMMENDATIONS FOR STATUTORY AND ADMINISTRATIVE IMPROVEMENTS IN 
THE ESRD PROGRAM 

The NKF believes that the recommendations set forth below are essential for the 
continued success and improvement of the ESRD Program. This unique federally supported 
health care experiment is twenty-two years old and is in need of advancements in the areas 
of quality improvement and assurance, access, prevention, rehabilitation, reimbursement and 
scientific research. The substance of these proposals was drawn from the Institute of 
Medicine study. Kidney Failure and the Federal Government , the findings of the Prospective 
Payment Assessment Commission, the National Kidney and Uroiogic Diseases Advisory 
Board's 1990 long range plan Window on the 21st Century , the National Institutes of Health 
(NIH) 1993 Consensus Conference "Morbidity and Mortality of Dialysis" and a special study 
group of the National Kidney Foundation, "Controversies in the Quality of Dialysis Care," 
previously mentioned. In total, they reflect the Foundation's concern for the ESRD patient 
and its basic philosophy of "moving from treatment to cure," Some of the recommendations 
can be implemented by administrative actions and others will require legislative remedy by 
the Congress. 

Prevention 

Recent research findings indicate that it may be possible to prevent or delay the 
progression of kidney failure. On the other hand, health insurers in general, and Medicare in 
particular, have not promoted preventive health care until recently. The NKF has established 
an Early Intervention and Prevention Task Force which is developing strategies for 
implementation among patients who are at high risk for ESRD, We also congratulate Mr. 
Stark for the interest in new approaches to preventive care which are evidenced in H.R. 

1068. 

Access to ESRD Therapies 

The panel for the lOM study estimated that 93% of the U S, ESRD population is 
covered by Medicare for renal replacement therapy. The remaining 7% include those 
receiving benefits from the Veterans Administration, the Indian Health Service and special 
State Kidney Programs. Furthermore, the United States has the highest referral rate for 
ESRD therapy of any industrialized nation. These data would suggest that access to ESRD 
treatment is not a problem. Such a conclusion, however, may be an oversimplification. 
Recent studies indicate that there is variability in referral by region of the country and by age. 
Patients in rural areas often have to travel hundreds of miles for dialysis (three times a week) 
if they cannot be treated at home. 

Access to modality options may also be impaired. In particular access to 
transplantation is limited because the supply of organs has not kept pace with the growth in 
the number of patients on the transplant waiting list. Moreover Medicare policies may 
discourage patients from opting for transplantation Finally, there has been a marked decline 
in the percentage of patients on home hemodialysis and the proportion of patients receiving 
peritoneal dialysis does not approach that in many other countries 

To improve access the Foundation proposes: 

1. That information and education programs about choices among various 


‘USRDS, supra , note 3. 
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treatment modalities be available to all patients without regard to Social 
Security status. 

2 . That the 3 year limit on Medicare eligibility be eliminated for ESRD patients who 
are successful transplant recipients. 

3 That benefits for anti-rejection drugs be extended to cover the life of the graft. 

4 That new programs be instituted which would increase the availability of organs 
for transplantation by providing financial incentives for cadaveric organ donation 
or through removal of financial disincentives for living related donation. 

Quality of Care 

The NKF believes that the data regarding morbidity and mortality among U S. dialysis 
patients are disturbing indicators of a decline in the quality of care in the ESRD Program. 

Our unadjusted annual mortality rate has risen in the past few years to more than 22%, 
considerably worse than in other industrialized nations (e g., Spain, France, Germany, 

Japan). Despite a recent turn for the better, mortality is still higher than in many other 
industrialized countries. If we accept hospitalization rates or days per year as apt surrogates 
for morbidity, then patients over 75 years old and diabetics (the two fastest growing groups in 
the ESRD Program) consume, respectively, 20% and 22% more resources than the average 
dialysis patient. The number of Medicare covered hospitalizations increased from 183,500 in 
1985 to 283,700 in 1990, an average increase of 9.1% per year. During this period, the total 
number of inpatient days increased at an average annual rale of 11,1%. This hospitalization 
experience Is an indicator of personal suffering. It also constitutes a growing component of 
ESRD expenditures. 

While there is no single cause for this alarming trend, the experts point to certain 
factors that contribute to the problem. Some believe that the way dialysis services are 
delivered, and the relationship between payment levels and patterns of care may have 
contributed greatly to the decline in quality. Over the past several years there has been a 
movement toward shorter dialysis sessions, in part based on misinterpretation of early 
studies. Reduction of hemodialysis treatment time may, however, have had an adverse 
effect on morbidity and mortality. In reference to the negative impact of reimbursement 
changes on quality, there is wide spread agreement with the opinion that reduced payments 
have had a negative effect on outcomes. 

As the availability of funds became tighter, dialysis units changed staffing patterns. In 
the early 1970's, before the Medicare ESRD Program began, most ESRD patients were 
dialyzed in hospitals by registered nurses and were cared for by a nephrologist during each 
treatment. There was also intense involvement by experienced renal nutritionists and 
nephrology social workers with masters degrees. Since that time, but especially since the 
mid-1980's, there has been an evolution toward treatment in outpatient units, non-hospital 
based, with less care provided by registered nurses, more involvement by licensed practical 
nurses and technicians and less interaction with renal nutritionists and masters-level social 
workers. At the same time the government continued to add to the list of services which 
dialysis units must provide their patients without making corresponding increases in payment 
levels. These developments occurred while demographic changes resulted in an ESRD 
population which requires more, rather than less, care. 

With these developments in mind, and from the perspective of the ESRD patient, the 
NKF makes the following recommendations: 

1. That the federal government foster the development and validation of tools to 
measure the quality of care provided to ESRD patients, based on structure, 
process, and outcome. 

2. That the renal community continue to develop specific quality assurance tools 
including ones for hemodialysis, peritoneal dialysis and transplantation and that 
total quality management and assurance be instituted for the program 

3. That all relevant government agencies work with the renal community to put in 
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place the mechanisms needed to implement quality assessment/quality 
improvement initiatives for ESRD care. 

4. That responsibility for implementation of quality assessment/quality 
improvement be delineated at the unit level, for state surveyors, for ESRD 
Networks and at HCFA. 

5. That HCFA conduct studies of the feasibility of an incentive reimbursement 
system tor dialysis treatments in which payment is tied to the quality of care 
delivered 

6. That the reimbursement methodology of HCFA reflect changes in the 
demographics of the ESRD population that have occurred since the composite 
rate was instituted. 

7. That the methodology tor reimbursement be modified to fake into account both 
case mix and acuity levels at individual facilities. 

8. In order to handle the diverse needs of an older and sicker ESRD population, 
reimbursement levels should be sufficient to support adequate staffing levels at 
dialysis units, both as to staff/patient ratio as well as with respect to staff 
qualifications. 

Rehabilitation 

Rehabilitation signifies restoration of physical and mental function to the point that a 
person can once again engage in family and community activities and enjoy a satisfactory 
quality of life. Rehabilitation of the ESRD patient may include achieving a level of physical 
health, strength, and endurance to perform activities of daily living, enjoying hobbies and 
recreational activities, re-engaging in family responsibilities and returning to school or the 
work force. For those unable to maintain employment or return to work, rehabilitation may 
mean redirecting their skills into home or community activities that will enhance their self- 
esteem. 

To enhance rehabilitation, the NKF proposes: 

1. That the reimbursement program include incentives for facilities to offer home 
dialysis and evening shifts for the working patient, 

2. That the reimbursement program provide appropriate numbers of qualified 
professional staff who have the expertise to facilitate rehabilitation. 

3. That patients be offered a choice of renal replacement modalities, including 
transplantation. 

CONCLUSION 

Ready access to dialysis care and renal transplantation has successfully and 
effectively prolonged the lives of hundreds of thousands of people. However, the evolution of 
the Medicare ESRD Program has raised concerns which were not foreseen at its inception. 
Even though the program has many significant accomplishments, we can do a better job in 
reducing morbidity and mortality and improving the quality of life of ESRD patients. We 
therefore urge the Congress to consider implementing the above recommendations. This will 
help assure that the program continues to serve the needs of those Americans who have 
End Stage Renal Disease and who will experience kidney failure in the future. 

Mr. Chairman, thank you again for the opportunity to appear before the subcommittee. 

I will be pleased to answer any questions that the subcommittee Members may have. 
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APPENDIX 

Overview and Background of ESRD Program 

On October 30, 1972 President Richard Nixon signed PL 92-603 into law, and with it a 
section which provided that every individual who is medically determined to have chronic 
renal disease and who requires hemodialysis or renal transplantation for such disease shall 
be considered as disabled and, therefore, eligible for Medicare. The dramatically concise 
amendment to the inches thick bill finally addressed the “who shall live and who shall die" 
argument which had been debated in every possible forum for a decade 

Before the enactment of the 1972 amendment and in the absence of any other formal 
predictable form of financial assistance, families of patients literally took to the streets selling 
raffle tickets, clipping coupons from food packages, and seeking outright donations to support 
dialysis treatment for a loved one. They formed voluntary agencies to help collect funds to 
buy machines, and to approach the government tor assistance. These efforts were reported 
in hundreds of stories in the press, radio, and television. The public effort was given national 
attention by a troubling "Life" magazine story which focused on a patient selection process 
being practiced in Washington State. The article brought the "who shall live and who shall 
die" issue into millions of homes throughout the country. The situation elicited varying but 
limited responses from the public, professional societies, volunteer agencies, and state and 
federal governments. 

The so-called 1967 "Gottschatk Report," issued by the White House Bureau of the 
Budget, which was little noticed at the time, called for a national solution to this perplexing 
problem. While it did not receive wide circulation it became the Bible for those who were 
convinced that the ultimate solution was a federally supported program for all patients. 

The debate, which culminated in final passage of the Medicare ESRD entitlement, 
focused on cost, utilization, fairness, the transfer of technology, and the appropriate role of 
the federal government in health care. In the end, however, the imperative of the life-saving 
procedures and technology dictated the outcome. 

The action of the Congress and of President Nixon had its roots in a combination of 
ethical imperatives, citizen pressures, evolving technology for life-saving procedures, and 
pressures for expanded national health coverage. 

The second phase in the history of the ESRD Program was the process of 
implementation. This phase had its beginning in the House/Senate conference committee 
where cost and utilization were the focus of discussion. To arrive at a projected first year 
cost and outward estimates the Congress relied upon two sources: transplant and dialysis 
professionals and the Health, Education, and Welfare Department (HEW) actuaries. The 
physicians gave sincere but optimistic cost reports ($55 million first year) and conservative 
estimates of patient populations (level out at below 100,000). The HEW Office of Health 
Insurance Studies, operating on estimates from the community and statistical models, gave 
the conference committee its best estimates. Their first year projections had the exceedingly 
wide range of between $100 million and $500 million. Because of the poor data and the 
large number of variables, the estimates were no better than "educated guesses." 

The process of developing a program had to be placed on a very fast schedule 
because the implementation date by statute was July 1973 (a short eight months). There 
was little legislative language as to intent for implementation except: 

The Secretary is authorized to limit reimbursement under Medicare for kidney 
transplant and dialysis to kidney disease treatment centers which meet such 
requirements as he may by regulation prescribe. Provided, That such 
requirements must include at least requirements for a minimal utilization rate for 
covered procedures and for a medical review board to screen the 
appropriateness of patients for the proposed treatment procedures. 

The Department of HEW set about the task with very little data about severity, age, 
ethnic factors, associated diseases, numbers of patients and total costs For example, no 
one suspected that the number of ESRD patients over 65 (which was about 5% of the total 
in 1973) would reach 40% of the ESRD population in 1993, or that there would be 160,000 
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dialysis patients on Medicare at the end of two decades. The result of which as been a 
twenty-two year process of refinement of policies, regulations and rates by the Congress, the 
Health Care Financing Administration and the providers. 

Unlike almost all government supported health care delivery programs, the ESRD 
Program experienced rate reductions for facilities and providers. In fact, the reimbursement 
rate for outpatient dialysis in 1974 dollars has declined more than 60%. 

The introduction of new drug coverage added an unforeseen cost element to the 
program. In 1986 the Congress allowed payment for anti-rejection drugs for transplant 
patients for up to one year post-transplant. The benefit was extended to three years by the 
Omnibus Budget Reconciliation Act of 1993. In 1989 recombinant erythropoietin, a synthetic 
hormone used in treating anemia, was added as a covered item. 

Another unforseen development has been the lack of growth in the number of kidney 
donors, thus affecting the number of patients being transplanted. For example, as of March 
15, 1995 there were 28,037 patients waiting for kidney transplants, a number that is 
expected to increase at an annual rate of 20%. This trend was not anticipated in 1973 or 
indeed in 1983. A kidney transplant is the treatment of choice for all suitable ESRD patients 
and, when successful, is cost-effective Over a ten year period transplantation offers an 18% 
savings from the cost of chronic hemodialysis. Thus, the flat donation rate has had a 
negative impact on both the patients and program costs. 

The final part of this overview concerns trends in research. When the ESRD 
amendment was enacted into law the Institute at the National Institutes of Health (NIH), 
which was responsible for basic and clinical investigation concerning kidney disease, was 
spending $18,127,000 for this purpose, of which $4.6 million was supporting a dialysis 
research contract program. Ten years later the dialysis contract program received $600,000 
in allocated funds out of the $47,4 million appropriated for kidney disease research. By 1992 
the support for basic and clinical research in kidney disease had reached $118,4 million with 
virtually no dialysis research being supported. While this amounts to a seven-fold increase in 
support of kidney research. Medicare expenditures for ESRD patients in the comparable 
period grew fourteen times. Fortunately, that trend has been reversed with respect to 
dialysis research and approximately $1.7 million was directed toward dialysis related clinical 
research in FY93, 

It may be argued that spending for kidney research by NIH is not proportional to the 
costs allocated for patient care. Although it is clear that the financing of these two separate 
functions (research and patient care) come about in different ways, and are influenced by 
varied and dissimilar factors, an effort to maintain research to combat renal disease as a fair 
fraction of expenditures for care, might help narrow the tremendous gap between the costs of 
patient care and the commitment to find cures. 
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Chairman Thomas. Thank you, Mr. Bowden. 

Dr. Lundin, I understand you would be the winner in the show- 
and-tell contest. I look forward to your testimony. 

STATEMENT OF A. PETER LUNDIN, M.D., IMMEDIATE PAST 

PRESIDENT, AMERICAN ASSOCIATION OF KIDNEY PATIENTS, 

TAMPA, FLORIDA 

Dr. Lundin. Thank you, Mr. Chairman. 

Mr. Chairman and Members of the Subcommittee on Health, my 
oral testimony will differ from the written in words, but not in con- 
tent. As immediate past president of the AAKP, American Associa- 
tion of Kidnej' Patients, I am gratified to be here today to relate 
to you the concerns of kidney patients for the future of Medicare’s 
ESRD Program. 

For most of us, dialysis has been simply the difference between 
life and death. Without dialysis, I would have died in 1966. Only 
because my father could afford to pay for dialysis treatments at 
over $30,000 per year, I was able to finish college, go to medical 
school, practice my profession as a kidney specialist, and be here 
today almost 30 years later. 

As you are aware, the ESRD Program was enacted in 1972 to 
make this uniquely predictable, artificial, and lifesaving therapy 
available to the many thousands who could otherwise not afford it. 
I urge you to overlook the media-fostered image of the miserably 
unhappy dialysis patient as a measure of dialysis. The great major- 
ity of us, rather, are content to be alive, and by receiving quality 
treatments, have been able to do something we value with the time 
we have left. Given the life-sustaining nature of dialysis and trans- 
plantation, it is understandable that any changes in accessibility to 
the ESRD Program should create concern among its beneficiaries. 

There are several points I would like to make to the Subcommit- 
tee today. As patients, we are concerned that the transfer of all or 
even part of the ESRD Program to the private insurance sector 
could again result in limiting access to care for many deserving pa- 
tients as was the situation prior to 1972. 

In the desire for cost savings, providing dialysis and transplan- 
tation services of quality may not always be the primary focus of 
managed care organizations. AAKP continues to hear from man- 
aged care patients with kidney disease as to inconveniences and re- 
strictions of choice and travel. Good business practices do not al- 
ways coincide with appropriate medical care. 

In the future, is it implausible to think that dialysis for an HMO 
patient could only be received at a dialysis center 100 miles away 
or a transplant exclusively obtained at one 1,000 miles away where 
the patient must pay all travel and living expenses? This scenario 
would mean that only the economically fittest patients with renal 
disease would survive. 

Should we assume that the private insurance sector will willingly 
assume a larger proportion of these costs, of the costs for these ex- 
pensive treatments, without looking for such limitations to acces- 
sibility? Until we know how managed care organizations are going 
to deal with these life savings treatments, we urge a more cautious 
approach as was outlined by some of the speakers earlier. 
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For the patient with terminal kidney disease, delay of more than 
a few weeks in getting dialysis or a transplant means death. In ad- 
dition, we are concerned that oversight for quality will not be a pri- 
ority in a managed care environment. Most experts acknowledge 
that insufficient oversight of dialysis care in the past has led to 
higher mortality rates for dialysis patients in this country com- 
pared with Japan and Europe. 

Let me point out parenthetically that Dr. Belding Scribbner, who 
developed hemodialysis with patients for chronic renal disease, 
learned very quickly what quality was back in the early sixties. 
Unfortunately in the 10 or 20 years immediately following that, 
that knowledge was lost. We could all speculate on why that knowl- 
edge was lost, but today we have the opportunity to regain it. 

As you are aware, HCFA, through the ESRD networks and State 
facilities, surveys our agencies and with the full cooperation of 
members of the renal professional community, is moving more ef- 
fectively to reverse this problem. We feel that this interactive ap- 
proach to quality supervision should be maintained. More than 
simply an entitlement program, the ESRD Program is a model for 
efficient health care delivery and control of medical cost with qual- 
ity oversight. Even at the $21,000 a year which the reimbursement 
rate covers for the dialysis patients or at $38,000, if you divide the 
total costs by dialysis patients, dialysis is cost effective in terms of 
a real life saved. We fear that this fact will not be appreciated by 
the private insurance industry today as it was by the Federal Gov- 
ernment in 1972. 

For patients, I appreciate this opportunity to testify and will be 
happy to answer questions. 

[The prepared statement follows;] 
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TESTIMONY OF A. PETER LUNDIN, M.D. 

AMERICAN ASSOCIATION OF KIDNEY PATIENTS 

Mr. Chairman and Members of the Subcommittee on Health, I am pleased to be here today 
on behalf of the American Association of Kidney Patients (AAKP). My name is Peter Lundin. I am 
the immediate past president of AAKP and a practicing nephrologist. Moreover, I have been a 
dialysis patient for 25 years and have had a kidney transplant for the past three years. 

The membership of AAKP is concerned about the future of the Medicare ESRD Program 
and how changes may effect the 200,000 beneficiaries. As a national organization of kidney 
patients, it Is our hope that Congress will ensure the continuation of the very successful ESRD 
Program, which has covered the expenses of dialysis, transplantation, physician services and 
immunosuppressive drugs for over 20 years. As you are well aware, dialysis is unique among 
high-tech medical therapies. Without dialysis or transplantation death will certainly occur, however 
with treatment, patients can expect long term survival allowing them to lead normal healthy lives. 

Given the life-sustaining nature of dialysis treatments and transplantation any change in 
Medicare payments or policy creates concern among ESRD beneficiaries. 

The ESRD program has been and continues to be, a model for future health programs and 
medical spending. The government, in its efforts to provide a cost-effective method of treatment, 
has developed quality assurance measurements, maintained a national data system and 
structured a cost-conscious reimbursement system. Throughout the structuring and continuation 
of this program, patients' interests have always been balanced with costs in such a way that 
coverage for these life saving treatments continues to be provided to the growing patient 
population. 

There are several points we wish to make to the Subcommittee today: 

1 . AAKP hopes that the Medicare ESRD Program will continue in the same capacity as 
is currently legislated. We are concerned that any move to have patients leave the 
program and enter managed care plans may lead to difficulties in achieving the 
current level of care. It is our belief that eliminating or changing the program, before 
a complete analysis of how new plans would incorporate dialysis and transplant care, 
could be detrimental to the 200,000 patients. 

2. We are concerned that quality assurance levels will be lower in a managed care 
environment. As you know, the Health Care Finance Administration (HCFA) 
currently sets certain quality assurance guidelines that are reviewed in the dialysis 
facilities by the ESRD Networks, thus assuring adequate patient care. As patients, 
we would not want to see any changes in the tracking of kidney patients and the 
review of quality guidelines. 

3. Discrimination is also a worry to patients. If the Medicare beneficiaries are moved to 
the private sector, we worry that costs and access could prevent patients from 
securing services 

4. AAKP wishes to bring to your attention the numerous complaints we continue to 
receive from kidney patients enrolled in HMD's. Complaints include difficulties in 
securing transplant services outside the HMD and the ability to choose dialysis 
facilities and physicians. In an effort to cut costs in a managed care environment, 
hospital admittance times have been shortened for transplantation. This can lead to 
only the healthiest patients receiving transplants because the hospital can guarantee 
a short patient stay. Also, in a managed care situation, dialysis patients may no 
longer be able to travel for business or pleasure because their destination facility 
most likely would not be covered in their managed care contract. Because of the 
numerous patient concerns, we ask that you please consider the impact managed 
care would have on patients before any type of managed care program is 
implemented. 

Mr. Chairman, we appreciate the opportunity to address your distinguished Subcommittee. 

I will be happy to respond to any questions or comments any member may have. 


Thank you. 
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Chairman Thomas. Thank you, Dr. Lundin. 

The gentlewoman from Connecticut will inquire. 

Mrs. Johnson. I thank the panel for your very good comments. 
Dr. Latos, many would argue that kidney transplantation is the 
best treatment for many ESRD patients. How do nephrologists 
interact with other physicians in determining which patients are 
the best candidates for transplants, and do you have any informa- 
tion about how this interaction changes in a managed care setting 
or doesn’t change in a managed care setting? 

Dr. Latos. The relationship between nephrologists and trans- 
plant physicians or transplant surgeons is a very close one, as you 
would imamne. The recommendations generally, and I think these 
have already been testified to, are that people really need to be ap- 
prised of their relative risks of transplantation. 

There are actually only a few categories of people who should 
never be transplanted: People with active malignancies, certain in- 
fections that are ongoing, and virtually all other groups have rel- 
ative risks, either mild risk or severe risk. And while some practi- 
tioners, I believe, tend to dissuade some patients away from trans- 
plant, the more appropriate, and I think increasing opinion among 
nephrologists is that people need to have access to transplant sur- 
geons fairly early in the course of their time on dialysis, even prior 
to transplantation. 

My own experience with managed care has been somewhat bi- 
ased because we have had some difficulty in getting some managed 
care pro^ams to have patients referred for transplant consider- 
ation until they are already on dialysis. 

We have had a very active program in preemptive transplan- 
tation and I have personally been involved in the care of about 20 
people over the last few years that have been able to receive suc- 
cessful transplantation and have never required dialysis. 

So the relationships between nephrologists and those other phy- 
sicians in the managed care programs need to be examined more 
clearly, and certainly the role of the transplant surgeon early on 
needs to be defined. 

Mrs. Johnson. In your experience, are there any managed care 
plans that are showing an interest in preemptive transplantation? 

Dr. Latos. I am sorry, I didn’t hear the last part. 

Mrs. Johnson. Are there any managed care plans that are show- 
ing an interest in preemptive transplantation?'^— 

Dr. Latos. Not specifically. I don’t know that any are totally ex- 
cluding them by policy. This is not a common practice in the coun- 
try, although it is regional. Again, it depends on how early the pa- 
tient gets to the renal care team. If the patient shows up on our 
door already having advanced uremic symptoms, that is not the 
time to consider transplantation. Those of us who see patients 
early in the course of their disease when symptoms are minimal 
can often get them referred to transplant months and months be- 
fore they actually become ill enough to require dialysis. 

Mrs. Johnson. A general question to the panel. This panel, as 
well as the preceding panel, has talked about the need to improve 
quality measurement tools. Over what period of time do you think 
this is possible? I mean, are we talking 6 months, 1 year? Are we 
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talking 5 years before we will be able to do a better job of measur- 
ing quality of care in this area? 

Dr. Lundin. I think we are just about there. I think the end- 
stage renal disease networks have a whole plan that the other 
members can comment on, as well as the State surveyors. I think 
the cooperation between the U.S. Renal Data System, the ESRD 
networks, and the State surveyors working cooperatively and hand 
in hand is just about at the point that they can start to do some 
of this work that needs to be done. 

In fact, they began in July, I believe, of this year with their new 
proCTams. 

Ms. Sims. I wonder if I could respond to that. As a member from 
the renal community of the HSQB and the HCFA Core Indicator 
Project, I can tell you that I agree with Dr. Lundin that we have 
made great progress in the last IV 2 years. In the contract that was 
signed between the HCFA and the networks, the work that is being 
done looking at four quality indicators, the first phase of the report 
was done in January of this year looking at the four areas that Dr. 
Rettig referred to earlier. That report has just been made available 
to the community. 

There is a 1995 phase of that process which will include those 
same indicators looking at another year of data collection, also 
looking at expansion of that proCTam in 1995 to include peritoneal 
dialysis patient populations, and we will continue to look at other 
phases of that program throughout the life of that scope of work 
contract with those networks. 

So I would agree with the previous panel and with Dr. Lundin’s 
comments that we have started to make some real progress in 
these areas in a collaborative manner between the community and 
the Federal programs. 

Mrs. Johnson. Thank you. 

Mr. Bowden. NKF is about 14 months into a project on quality 
of dialysis care at this point, and we believe that the time nec- 
essary to develop guidelines is being looked at by the actuaries. I 
think there is pretty wide agreement in the community at this 
point that KtA^ standards such as those discussed earlier by Mr. 
Stark are pretty broadly accepted. 

At the other extreme, nutrition standards are a long way off, and 
there is a tremendous amount of research that needs to be done be- 
fore those standards can be put out. I think the answer to your 
question is it varies tremendously depending on the area. 

Chairman Thomas. The gentleman from California will inquire. 

Mr. Stark. Thank you, Mr. Chairman. 

Well, I want to not sound so much like a Johnnv-One-Note, but 
Ms. Sims, you kind of stayed away from the standards. We had a 
Dr. Owen from Brigham and Women’s testify last year that while 
the precise factors — I am quoting from his testimony — “are uncer- 
tain, a major contributing feature is the widespread use of abbre- 
viated dialysis times that do not provide adequate treatment.” 

The common practice of dialysizing for less than 3 hours in the 
United States can result in cost savings of up to 25 percent per 
treatment. However, these cost-effective, short treatment times are 
associated with a major increase in the relative mortality risk from 
1.0 to 2.18. 
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Recently, we observed that despite a standard established 10 
years ago for adequate dialysis, 55 percent of a large cohort of 
hemodialysis patients received a quantity of dialysis that was asso- 
ciated with greatly excessive death risk. 

Now, it seems to me that I am not hearing enough urgency from 
these witnesses about enforcing some standards that professionals 
seem to know exist. I mean, you are nodding, Mr. Bowden. I don’t 
know why we can’t beat on these people a little bit. It may require 
government regulation, God forbid, but somebody ought to say, this 
is a minimum, and anybody who doesn’t do it that well ought to 
be kicked out of the program or not paid. 

I would just like to urge you all, I know it is going to be tough 
on some of the people you work with or for, but it is a standard 
we know, or you all know, and I just would hope that we could be — 
however this comes out, whether you do it managed care or wheth- 
er you do it fee-for-service, that we take the standards and start 
to, if you will pardon me, punish the people who don’t live up to 
them. Maybe they are not perfect, but they are good. 

The other thing that I am hearing is a 3.7-percent increase. Now, 
that is only one-half of the loaf. ProPAC recommended that the 
base rate is too high, so you can’t — in a sense, can’t have it both 
ways here, that you want a 3.7-percent increase but you don’t want 
to raise the base rate. Those things, to me, go together. I guess the 
third comment is this issue of extending the time for private pay- 
ers. 

Nobody is suggesting that we do private payers permanently 
until people get to be 65, right? Because you are scared that the 
insurance companies will end the benefit, right? OK. 

Now, I think you are flirting with disaster here. You want to 
keep pushing the private insurers, say let’s go from wherever it is 
now, 18 months or 24 months to 30 months, because you get almost 
twice as much reimbursement, right? The private guys pay 80 per- 
cent more than Medicare. That is the reason they want to extend 
the private pay. 

Now, I would be for extending it forever except if we required 
that every insurance plan in the country have the benefit. You got 
me signed up right now. Let’s require every health insurance plan 
in the United States to make it a benefit and pay it up through 
age 65, at which point Medicare would take over. I will sign onto 
that in a New York minute, but then Dr. Lundin is going to worry 
that people who even have a hint of kidney problem will never get 
hired, that the employers — ^because it will kick their insurance up. 

So somehow we have got to find — it isn’t quite right, and what 
I am sensing, not from any one of you in particular, is that the pro- 
viders want to keep inching a few more months of private care be- 
cause that is a few more months of double rate, and at some point 
you are going to break that camel’s back and then the private in- 
surers are going to stop carrying it as a benefit. I don’t know where 
that is, but I hope we could find a better solution than just extend- 
ing private pay until we find out. Because when we find out that 
suddenly people are canceling the benefit, we are going to wish we 
hadn’t gone that far. 
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So I am going to urge you to find another way to get a little more 
reimbursement than to keep pushing the private pay, because I 
think we are flirting with a disaster that we don’t want. 

I am going to urge you to set a minimum standard, because I 
think you can. Maybe it is not 1.2, but you can set one that — below 
which no one dare go. I think you help the patients a lot by doing 
that. And then we can see maybe whether we can provide more — 
because my time is expired, but you may want to respond. 

Ms. Sims. I wonder if I could address your first comment. We 
have, to this point, not supported minimum standards because we 
feel like they will be interpreted as minimum standards. 

Mr. Stark. Above which no one would go? 

Ms. Sims. Exactly. Exactly. But we have supported the work that 
has been done on the core indicator project which has looked at 
quality core indicators, in other words, red flag areas that you 
would want to look at, the patient’s outcomes, in four areas, and 
that is adequacy being one of them and using that number, ane- 
mia, hypertension, and albumin or nutrition, and I think another 
problem with the standard as proposed currently is that there are 
other factors that need to go with it. 

That is, looking at nutrition, there are many studies right now 
that say it is not an independent factor. Also, I think that we have 
already seen lately that the standards continue to be elevated by 
the community itself, so to legislate a number would be a problem; 
and in fact, again, it would become a minimum, not something that 
people would strive for. 

So that has been our big concern with standards. I think the 
work that has been done on those quality core indicators has taken 
a much more appropriate tact so far. It has looked at quality from 
the research. It is literature-based indicators and it has also pro- 
vided data back in a very quick turnaround to the community that 
is, although it is nationally specific and network specific, it al- 
lows — the scope of work contract calls for work being done in those 
facilities specifically where their patients are, against those na- 
tional core indicators, and then looking at ways under quality im- 
provement for those facilities to start to work with the patient spe- 
cific data. 

Mr. Stark. At some point we ought to be able to set a minimum. 
No dialysis could be the standard if you say that is a minimum. 
I hear what you are saying, but it would seem to me there ought 
to be a floor below which — I am sorry, Mr. Chairman. 

Chairman Thomas. No. I just share the concern that establishing 
a floor then becomes a ceiling. The core concept is one we should 
look at. Does the gentleman from Nebraska wish to inquire? 

Mr. Christensen. Yes. Thank you, Mr. Chairman. 

Ms. Wish, earlier you mentioned a study that you have done on 
EPO, and I wondered if any of your studies reflected the financing 
arrangement. I am told that in paying providers, a lump sum is 
how some providers are being paid, and I wanted to know if, in de- 
termining the optimal financial solution to the dialysis centers, 
maybe a monthly composite rate has been looked at. 

I am told that by using bundling versus a pay-as-you-go, that we 
may be causing higher rates of illness, possibly causing hospitaliza- 
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tion in the long term. I just wanted to hear your comments on that 
and if any of your studies have reflected that. 

Ms. Wish, when EPO was first reimbursed, it was set up as a 
flat fee, that all providers got the same amount of money regard- 
less of the dosage. Medicare felt that was one way to control the 
cost of EPO. HCFA’s studies have shown that patients were signifi- 
cantly underdosed and we believe there was a profit motivation 
there. There was a very good opportunity to make money on the 
flat fee reimbursement at the time. 

I believe that some of those studies were skewed a little bit 
based on the fact that it was a new drug and providers and practi- 
tioners had very little experience with it, ana there were a lot of 
serious reservations about starting the drug at high levels. 

So there were a lot of facilities that legitimately gave the pa- 
tients low doses initially until they could get a handle on what kind 
of symptoms the patients had, whether they had seizures, whether 
they had massive problems with hypertension, and so forth. 

When the drug was first available at the $40 per dose level, a 
lot of facilities did start off with lower doses and then increased the 
dosage as they became more comfortable with the drug and found 
out more about the side effects or lack thereof of the side effects. 
At the same time that the dosages were starting to increase. Medi- 
care changed the payment to $10 per 1,000 units administered. 

From the time the payment mechanism was changed, EPO dos- 
ages increased significantly because, at that point, people could ap- 
propriately prescribe the amount of drug that the patient needed 
to get them up to the appropriate hematocrit level. 

S^o a couple things happened at the same time. The payment 
methodology changed about the same time that providers felt more 
comfortable with giving the drug and found out about what kind 
of side effects the patients did or did not have. 

I think right now, the average hematocrit has increased. It isn’t 
quite at the national level to the targeted range between 30 and 
36 where we would like it, but it is going in the right direction. I 
think that if the payment methodology was changed back to a flat 
sum by bundling it into the dialysis payment, there would be a real 
danger that patients would be underdosed, especially coupled with 
the fact that we haven’t had basically an increase in our dialysis 
treatment rate in about 20 years. Because Medicare’s dialysis pay- 
ments just keep going down in real dollars, facilities have got to 
cut somewhere and they have got to find some way, and I think 
that bundling EPO payments into the dailysis payment would pro- 
vide people a very easy target to try to underdose EPO. Bundling 
EPO payments into the dialysis payment would not be good for pa- 
tients. 

Mr. Christensen. Do you have any kind of estimate on how 
much of the total cost is being reimbursed to the manufacturers in 
this area. 

Ms. Wish. How much is being reimbursed to manufacturers? 

Mr. Christensen. Of the total cost on EPO, how much is actu- 
ally going back, is being reimbursed. Is there any specific figure, 
do you know? I mean, I think it is very important that we keep in 
mind the total cost of the drug, and I am wondering if the actual 
total cost is being reimbursed. 
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Ms. Wish. The bundling method doesn’t exist right now. But the 
cost — the reimbursement rate we get is 80 percent of $10 per thou- 
sand units, and the cost that most providers pay is just a very 
small fraction below that. One statement that was made in prior 
testimony alluded to the fact that the monopoly status that Epogen 
has right now on EPO will expire within the next couple years, and 
that is not true. It is my understanding that Amgen will remain 
the only supplier of EPO for at least another 10 years. 

Mr. Christensen. Thank you, Mr. Chairman. Man I have one 
more question? 

Chairman Thomas. Sure. 

Mr. Christensen. We are running out of time but it is for Dr. 
Latos. Would you explain to me the ESRD networks and who runs 
these networks? 

Dr. Latos. That is very appropriate. The end-stage renal disease 
network organization was actually established in approximately 
1978. At that time there were 32 networks, I believe, whose job it 
was to provide oversight and feedback to dialysis practitioners, fa- 
cilities, as well as nephrologists, nurses, and other staff. 

It was funded solely through Medicare and HCFA at that time. 
Several years ago, the network system was revamped and now 
there are, I think, 17 networks — 19 networks, and these are all 
funded, by the way, based on a 50-cent-per-treatment basis, so that 
the dialysis facilities pay into the funding for the network organiza- 
tions. . 

The role of the network organizations has actually increased over 
the years. It has become very important to the practitioners and 
the facilities. Feedback is provided on a regular basis, and it was 
already commented that the core indicators project will be a very, 
very valuable and powerful tool in changing practice patterns 
where they need to be changed. 

Mr. Christensen. Thank you. 

Thank you, Mr. Chairman. 

Chairman Thomas. As a followup to one of the questions, I be- 
lieve, Mrs. Sims, in your testimony you said we possibly could ex- 
tend the secondary payer to 24 months but not longer. Ms. Wish, 
I believe yours was 24 to 30 months. The gentleman from Califor- 
nia indicated that there is a drop-dead point. Is the difference be- 
tween 24 and 30 months that factor, or is it that you take it in 
stages to see where we go? 

Ms. Sims, what if it was extended to 30 months rather than 24 
months? 

Ms. Sims. I couldn’t hear the last part of your question. 

Chairman Thomas, If it was extended to 30 months rather than 
24 months. You indicated that you thought 30 months was too far. 

Ms. Sims. I didn’t — we basically stuck with the number 24 to this 
point. We do not support it being extended indefinitely, which as 
Mr. Stark pointed out is not necessarily being suggested right now. 
I think we would be negotiable on a fixed time. We are concerned 
about employer group health plans and benefits to those patients. 

Ms. Wish. I agree as well. We are concerned, as Mr. Stark men- 
tioned, that we don’t know what could happen if the Medicare 
ESRD secondary payer provision became indefinite. We feel that a 
small incremental increase is the most appropriate way to go, 
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which is why we feel that anywhere between 24 and 30 months 
would be OK. An>lhing beyond that, we are just too concerned 
about the ramifications. 

Ms. Sims. I would also like to go back and comment on some- 
thing Mr. Stark said, I didn’t get a chance, and although Ms. Wish 
could probably more helpfully address this, I am aware of private 
payers who have negotiated Medicare rates so that it is not our un- 
derstanding at this point that if you have patients with extended 
private pay, that the facility is getting any more money because 
they are private pay. We have heard of specific examples where the 
private insurer has negotiated a same rate. 

Ms. Wish. I agree that that is true, that the private payers are 
getting much more sophisticated. In the past they really didn’t 
know. 'They probably had a very small percentage of their patients 
that were on dialysis and the bills just went through, and they 
really were not aware of what they were paying. 

The managed care providers, in particular, are getting much 
more sophisticated about this and some of them are either nego- 
tiating Medicare rates or below Medicare rates. This is very scary 
to us because it is very difficult right now, dealing with a low Medi- 
care reimbursement rate, and with the great move toward man- 
aged care, we are really concerned that we will be in a situation 
wnere we would be forced to take dialysis payment rates that are 
even significantly lower than the Medicare rates. 

Chairman Thomas. Which puts more weight on our rate setting 
because we clearly have a direct impact on the private sector. 

Dr. Lundin, do you mind if I ask you some personal questions? 
Dr. Lundin. Not at all. 

Chairman Thomas. You indicated that you began dialysis in the 
midsixties. 

Dr. Lundin. That is correct. 

Chairman Thomas. My understanding is that you had a kidney 
transplant? 

Dr. Lundin. No. I began on hemodialysis. I spent 25 V 2 years on 
hemodialysis. 

Chairman Thomas. So you have not had a kidney 

Dr. Lundin. I had a kidney transplant 3 years ago. 

Chairman 'Thomas. Three years ago, and obviously, it was suc- 
cessful? 

Dr. Lundin. Yes. 

Chairman Thomas. Are you on dialysis now? 

Dr. Lundin. No. The kidney is working, after 6 weeks of not 
working, so 

Chairman Thomas. What led to the decision and the timing? 

Dr. Lundin [continuing]. You might ask the question why I 
didn’t have a transplant before. 

Chairman Thomas. That was what I was asking. 

Dr. Lundin. My experience in seeing friends who went off to get 
a transplant with the promise that if it didn’t work, they would be 
back on dialysis, most of them never made it back on dialysis when 
it didn’t work. So there was — ^for many years, transplant was sort 
of a Russian roulette in effect. With the advent of cyclosporine, it 
has improved substantially. After 25V2 years of dialysis, one gets 
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a little tired of doing the same thing all the time, so it was time 
to try another therapy. 

Chairman Thomas. Your decision is kind of like my 4/5 lumbar 
area. They are getting better at it and if I can still wait around, 
I am going to wait as long as I can. 

We are talking about, obviously, quality of life before your trans- 
plant and after the transplant is significantly changed. So you 
waited, but now you are glad you had the transplant? 

Dr. Lundin. Rrst of all, I don’t know that the quality of life 
was — in some ways it is different in that you are not restricted to 
a machine, but I was able to go to college, medical school, play bas- 
ketball, many things on dialysis that I can’t do today, although I 
am almost 30 years older. That may be the explanation. 

Chairman Thomas. When we say that some patients are prob- 
ably not good candidates for transplants, is that a timing factor, 
that had we had the capability for a transplant and the organ 
available at the same time? Or, that at an earlier age, they would 
have been candidates? 

Setting aside the availability of sufficient organs, is it reasonable 
to say that if we had the timing and the ability to increase the po- 
tential for transplants, that virtually everyone at one time on a 
time progression would be a candidate for transplants? 

Dr. Lundin. Well, because of the major surgery involved with 
transplant compared to dialysis and the immunosuppressive drugs 
which have their own level of toxicity, it becomes increasingly risky 
for older patients, patients with other medical complications to un- 
dergo that and survive. 

As I said, it took 6 weeks for my transplant to finally work, and 
at the state I was in, I doubt very seriously if the kidney had not 
worked that I would have made it back to dialysis. And that 6 
weeks was a very debilitating time of course. 

Chairman Thomas. Well, clearly if you have various infections, 
because of the immunology, you wouldn’t be able to do it, but I am 
just trying to get a feel for the significant increase in transplants, 
and then the subsequent reduction in dialysis over the next several 
years, but I am getting some resistance. 

Dr. Lundin. No. The availability of donors is quite clearly a prob- 
lem. 

Chairman Thomas. That is the key. 

Dr. Lundin. Yes. If there were more donors, then certainly most 
of the younger people today would opt for a transplant. 

Dr. Latos. If I might comment, Mr. Chairman, I think Dr. 
Lundin’s hesitancy to undergo transplant for many years is no sur- 
prise to many of us who have also taken care of people, and the 
real risks in the days gone by that immunosuppressive agents and 
the programs, we had to counter the rejection episodes, which oc- 
curred virtually 100 percent of the time, were not very good, and 
patients who got treated for rejection with very high doses of pred- 
nisone did not do well. 

Even 20- and 25-year-olds did very poorly with repeated episodes 
of rejection. It was only with the advent of cyclosporine that the 
early severe rejections have been decreased, that many patients are 
able to undergo transplant much safer. 
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There is another point that I think needs to be used for word of 
caution here is that the experience is not uniform, but it is very 
clear that some managed care programs are hesitant to have pa- 
tients undergo transplantation. The policies are not written in 
many situations. There are intrinsic policy issues that have to do 
with referrals. Patients get transplanted in one program and then 
in the midst of a rejection episode are told that they now must 
transfer their care to another managed care program because the 
employer has changed. 

That doesn’t happen — that doesn’t have to take place too many 
times within a dialysis center and patients are going to say, wait 
a minute, I don’t think I want to do that. It is a real problem. I 
am not sure how widespread it is but it is a factor that needs to 
be looked at as well. 

Chairman Thomas. We are dealing with a whole set of psycho- 
logical concerns as well as physiological, and if you add any trauma 
to that, it makes it very difficult. Is that what you are saying? 

Dr. Latos. Absolutely. The stress, as Peter mentioned, of going 
through a rejection or a nonfunctioning transplant is substantial. 
People who are on dialysis know what they have. Good, bad, or in- 
different, they know. They have done it for months, they have done 
it for years, and for many individuals, especially if they have un- 
dertaken some type of physical rehabilitation program along with 
it, can do pretty well and many can do what they need to do with 
their lives. And that risk of transplant is uncertain enough that 
they may not be willing to take it. 

Dr. Lundin. Mr. Chairman, if I might, the reason I stayed on di- 
alysis for so many years is because it is a very predictable therapy. 
If you have good access, it works. It is a matter of sticking to one 
successful treatment after another. 

I might point out again to Dr. Scribbner, who is Dr. Blagg’s men- 
tor, that the very first patient with chronic liver failure put on 
hemodialysis lived for 11 years, even though those first number of 
years they didn’t know how long to dialyze the patient and what 
to do in terms of other medical therapy, and one of the original pa- 
tients is still alive today, exclusively on hemodialysis over 34 years 
later. 

Chairman Thomas. What about mobility in terms of the ability 
to travel in dialysis, especially with managed care and restrictions 
with 

Dr. Lundin. Yes. That is going to be a problem. Today, there are 
many dialysis centers around the country and around the world 
that, if you plan early enough, you have the opportunity to go. I 
have spent 6 months in Germany on a sabbatical. I have spent a 
month in Taiwan getting dialysis and traveled extensively around 
the world as a dialysis patient. 

Ms. Sims. I wondered if I could just go back to the transplant 
issue. I thought Mrs. Johnson asked a good question earlier. I am 
a transplant clinician at the University of Virginia and I will tell 
you that we have seen patients who we would like to evaluate in 
our program who cannot be referred in for after 1 year of dialysis, 
although we would like to preemptively transplant them in our pro- 
gram and that is something we have done very well. 
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Certainly, there are managed care programs, HMOs right now, 
that just simply are not referring those patients in. It may be a 
small number right now, but I think those are patients who are not 
on that continuum that you asked about. There are some patients 
who, because of their comorbid diseases, just will never be can- 
didates. 

There are patients who need a trial on dialysis to see how they 
are going to do before they are candidates again. The waiting time 
is 2 years or longer for kidneys right now. But there are patients 
who must be on dialysis for over 1 year in some programs before 
they can even be evaluated. It really lengthens their waiting time 
to almost 3 years. 

Mrs. Johnson. As you watch the development of managed care 
in the next year or two, I hope you will get back to us on this sub- 
ject. I consider managed care an evolving form of delivering medi- 
cal services, and in other areas, I have seen enormous change of 
focus toward more preventative or permanent solutions, so I am 
not surprised that you aren’t seeing it yet in this area, but I would 
hope that you would begin to see it. If you stumble across any 
other evidence, I would be interested in that, and I am very inter- 
ested in your most recent comments. 

Thank you. 

Dr. Latos. Mr. Chairman, I feel an urgent need to clarify an 
issue for this Subcommittee, if I may, now or at your convenience, 
that has to do with this standard that has been talked about and 
this dose of dialysis, this thing called KtA^. I think it is very impor- 
tant that the Subcommittee understand what that represents. 

The Kt/V is a mathematical number that is an attempt to define 
a dose of dialysis, and there are many factors that contribute to 
that dose, none the least of which is the length of time that an in- 
dividual stays on dialysis for a given treatment. 

And although factors such as the type of dialyzer, the length of 
minutes one dialyzes, the adequacy of blood flow, many things are 
beyond the control of the provider group, the physician, and the 
nurse, that actually are going to encompass a dose of dialysis. If 
patients, for whatever reason, choose to come off dialysis sooner or 
they have vascular access that does not work properly, then it is 
sometimes difficult to actually deliver that dose. 

Reflecting a little bit further on the comments about standards, 
the practice guideline that has been developed, and I was part of 
the committee that actually wrote that practice guideline, is a 
guideline, sir. It is not a standard, and it is very important that 
we focus on that. The data that we have published that suggests 
that 40 percent or somewhere in that range of dialysis patients 
may not be getting the proper amount, I suggest will be changing 
because the community is now much more aware of the need to 
provide good dialysis for a proper length of time. I think the prac- 
tices already are changing, and the data that we see this year I 
suspect will be much different than it was 1 year ago or 2 years 
ago. 

Chairman Thomas. I thank the panel very much. One last ques- 
tion. 
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Mrs. Johnson. Could I just clarify? Are you saying to us, Dr. 
Latos, that the guideline is working well and that precise stand- 
ards could actually not work in the patient’s interest? 

Dr. Latos. Yes to both those. There are many studies that have 
been published over the last couple of years that talk about the 
number of KtA^, and the RDA guideline was designed to define not 
the absolute minimum but sort of a range that would assure a good 
outcome. We are not able to equate that number, which is still an 
evolving number, to a standard. 

If we were to set a KtA^, for example, of 1.2, there well could be 
some practitioners that would decrease the amount of dialysis to 
achieve only 1.2. Mr. Stark asked whether or not we want to de- 
velop a floor below which no one should fall, and we are supportive 
of trying to do that. I am not sure the science allows us to define 
that number at the present time. It is certainly in the range of 1.2 
or thereabouts. 

Chairman Thomas. Dialysis is a medical procedure. It is not 
changing oil. 

Dr. Latos. That is correct. There is no magic dose of penicillin 
that treats pneumococcal pneumonia either. 

Chairman Thomas. All right. I thank the panel very much. 

We would call our last panel, Mr. Berger and Mr. Thiry, is it, I 
believe? 

Mr. Thery. Yes. 

Chairman THOMAS. Thank you. 

As I have indicated to the other panels, your written testimony 
will be made a part of the record and you can, for your 5 minutes, 
inform us any way you see fit. Doctor Berger. 

STATEMENT OF EDWARD E. BERGER, PH.D., VICE PRESIDENT, 

GOVERNMENT RELATIONS, NATIONAL MEDICAL CARE. INC., 

WALTHAM, MASSACHUSETTS 

Mr. Berger. Thank you, Mr. Chairman, Members of the Sub- 
committee. I appreciate the opportunity to come here and speak to 
you today on behalf of National Medical Care. 

The positive achievements of the ESRD Program have been well 
documented in prior testimony today. The Federal guarantee of 
coverage to those with ESRD has certainly fostered the rapid devel- 
opment of a dialysis and transplantation service system more than 
adequate to meet the needs of all Americans with ESRD. 

With respect to dialysis service, it has done so with a record of 
cost control unequaled in the recent history of the U.S. health care 
system. 

Over the years, however, and this is the focus of my testimony, 
the program’s guarantee of coverage has evolved into a set of poli- 
cies which segregate ESRD providers and patients from the main- 
stream of developments in the private health care sector and which 
artificially insulate private insurers from responsibility for ESRD. 

The resulting disproportionate reliance on the public sector for 
funding and for management has, over the long term, had a variety 
of deleterious effects on the ESRD Program, and we have some pro- 
posals as to how those might be addressed going forward. 

Most immediately, dialysis providers and patients have been ren- 
dered excessively vulnerable to public budgetary concerns in a time 
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of great and legitimate concern over the rising cost of health care. 
Because dialysis uniquely lacks some form of automatic adjustment 
for inflation and because we have seen over the last decade a series 
of budgetary reviews, all done in the context of efforts to control 
Medicare spending, reduce Medicare spending, reduce overall gov- 
ernment spending under Gramm-Rudman-Hollings, we are paid 
just about the same amount of money today as we were in 1983 
when the composite rate was first put into place. 

Most authorities who have studied the subject believe that Fed- 
eral reimbursement policy has been an important factor in limiting 
or reducing the quality of care available to ESRD patients and that 
all reasonable sources for efficiency gains have already been fully 
exploited by providers. 

We think it is terribly important, therefore, that Congress turn 
its attention to this problem, and we urge on the Subcommittee the 
view that an automatic annual adjustment inflation for dialysis 
services comparable to that which is already in place for virtually 
every other class of Medicare provider be instituted. 

At the same time, we believe that the Medicare Program has 
both the right and the obligation to demand that dialysis facilities 
develop and implement effective outcome-focused quality assurance 
programs to monitor the quality of care along the critical dimen- 
sions that dialysis patients need to live and to prosper. The model 
for such programs has been fully developed in the literature on 
continuous quality improvement and is described in detail in the 
Institute of Medicine’s 1990 study, Medicare: A Strategy for Qual- 
ity Assurance. 

I would like to suggest that the special restrictions in the length 
of the Medicare ESRD secondary payer period, and other existing 
rules insulating the private sector from involvement with ESRD, 
should be removed. These rules have been critical in insulating us 
from the creative adaptations which dominate the private health 
care sector and keep us segregated from improvements in the na- 
ture of medical case management and cost-efficient delivery of care. 

Finally, we believe that the conflicting incentives that are cre- 
ated by the diversity of Medicare reimbursement methodologies 
which apply to dialysis facilities should be rationalized. 

Without going into detail, the most obvious case in point is the 
conflict in incentives created by the difference between the dialysis 
composite rate, which is for some package of services comprehen- 
sive and prospective, and the erythropoietin payment methodology, 
which is dose related, retrospective, if you will. 

There are many other examples in addition to EPO which might 
be given, but we believe that the combination of these two in the 
facility creates conflicting incentives which detract from the effi- 
cient overall utilization of scarce health care resources for ESRD 
patients, and we think that that is ati issue that should be ad- 
dressed. 

Thank you very much. 

[The prepared statement follows;] 
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The Special R«Btrlction on the Leng th of th» H«dlcare ESRD 
secondary Paver Period, and Other Buies Insulating the Pr vate 
sector Fr oa Involvement With BSRD. Should Be Removed . 

□ iaproportionate reliance on the public sector for EiiRD 
coverage has relieved private insurers from having to dea:. with 
the clinical and cost management of the £SHS patient. As a 
result, the development of models for the cost-efficient clinical 
management of the ESRD patient, a population at least 
theoretically well-suited for managed care, ie far behind similar 
davelopment In clinical areas of more Immediate concern tc the 
private payer community. While Medicare appears ready to 
Implement an ESRD capitation demonstration project, that ■ effort 
Is limited and will not bear policy fruit for some time; the 
natural evolution of the private insurance marketplace would be a 
far more dynamic engine for development and testing of 
alternative models for management of ESRD care. The ieoli.tlon of 
the EBRD program from the forces shaping the development cif the 
larger health care system have deprived dialysis patients and 
providers of ewposure to the variety of innovative and 
potentially valuable models for service delivery, care 
management, quality assurance, and risk-sharing 
which have been evolving in recent years in the private health 
care sector. 

Congress should remove restriction on length of time for 
private i nsurance to be pri mary to Medicare for ESRD patlintB. 
This will give ESRD providers a better payer mix, save the 
Medicare program a meaningful amount of money sach year, iCBO est 
$800 million in the budget period) and help integrate ESRI 
clinical management into the mainstream of development of the 
emerging and more cost-effective health care system. It could be 
accompliehed without any harm to beneficiaries, particulai ly in 
conjunction with basic insurance market reforms addressing 
portability, pre-existing condition exclusions, etc. 

Congress should also actively pursue other changes tc 
encourage rather than discourage integration of the clinic al 
management of ESRD patients into the mainstream of the private 
health care sector. Broader opportunities for EBRD patierts to 
participate in HHO risk contracts would support this goal, as 
would demonstration projects for a variety of capitation nodels 
and/or voucher systems. 


The Conflicting Incentives Created bv Diverse Medicare 
Raimbursement Methodologies Which Ap dIv To Dialysis Facilities 
Should bs Rationalized. 

Finally, while the dialysis composite rate was an eaily 
example of how a prospective payment system could create 
incentives for providers to behave more efficiently, and dialysis 
providers have been extraordinarily creative in finding 
efficiencies to absorb the inflation they have experienced in the 
last 12 years, the totality of Medicare payment rules applicable 
to dialysis providers today institutionalises a waiter of 
perverse incentives which undercut overall cost control efforts 
and which discourage optimal deployment of clinical resources. 
Reimbursement policy for human recombinant erythropoietin C£FO) 
is a case in point. 

EPO, an artificial form of a hormone produced by healthy 
kidneys and essential to red blood cell production, is 
administered with close to 90% of all dialysis treatments, yet it 
is reimbursed separately on a dose-related basis. There is, 
then, an economic incentive for providers to use more as opposed 
to less EPO. Consistent with that incentives, HCFA data from 
facility billings shows that the average dose of EPO administered 
in the last 3-4 years has skyrocketed, from approximately 2,700 
units when the present payment system was implemented to about 
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4,500 units by ths «nd of 1994. patlsnt bsmatocrlts, the measure 
of red blood oall count typically used to monitor ths 
effectiveness of EPO therapy, have improved only marginal .y in 
this same time fraune - certainly in no way proportionate “o the 
increase in dose (and cost) of EPO. 


At a reimbureement rata of $40 per 1,000 units, Hedi'^re 
today spends more than $40 per dialysis treatment for EPO This 
is almost one-third of the Program's average cost for a d lalysls 
treatment, and the amount continues to grow inexorably wi Jiout 
significant incremental benefit to patients. Anemia cont::ol is 
an important clinical dimension in care of the dialysis pitisnt, 
and EPO la a valuable and affective tool in an anemia eonnrol 


program. But this investmant is arguably highly Inefficlint, 
whether viewed narrowly in terms of maximising ths clinical 
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very thoughtful job of this nor did we in working with them 3 years 
ago. The world is very different today. 

The final chart is just to get to the concerns in this area where 
as HMOs grew over the last 5 or 6 years in every other chronic dis- 
ease state except dialysis, there were huge concerns about how 
pregnant women, particularly high-risk premant women, would be 
taken care of. The data couldn’t be more clear that in a managed 
care plan, after managed care plan you have a lower rate of pre- 
mature births and this includes the Medicaid population. 

In the area of AIDS, again, you had huge and very legitimate 
concerns about how managed care would take care of these very ex- 
pensive, often employed, high-dollar patients. If you go to southern 
California where there are more of these patients employed than 
anywhere else, you will see that many of the AIDS advocates point 
to the best care systems being those that are managed by managed 
care. 

Managed care is no panacea. There will be mistakes; there will 
be abuses. But with the right volume of patients, there is a level 
of up front investment and a level of vigorous monitoring of quality 
that simply doesn’t exist in a fragmented fee-for-service system. 

Thank you. 

[The prepared statement and attachments follow:] 
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Testimony of 
Kent Thiry 

President and CEO, VIVRA 
before the 

House Ways and Means Committee 
Subcommittee on Health 

Hearing on 

Medicare End Stage Rena! Disease Program 
April 3, 1995 


I would like to start my testimony today by thanking Chairman Bill Thomas for 
inviting me to testify on managed care for Medicare patients with End Stage 
Renal Disease (ESRD). I am Kent Thiry, President and CEO of Vivra, a New 
York Stock exchange listed company, headquartered in Burlingame, California. 
We operate over 150 kidney dialysis centers in 24 states, including California, 
Texas, Pennsylvania, Georgia, Louisiana, Virginia, Florida, Michigan and 
Illinois through a subsidiary company. Community Dialysis Centers. Vivra 
provides dialysis care to over 9,000 patients (one out of 20 in the country), 
making us the second largest provider of dialysis care in the country. 

Summary 

For patients with chronic disease states, the Medicare fee-for-service system is 
a clinical and economic tragedy. The system provides huge incentives for 
providing too many services at too late a point in patient care while 
simultaneously putting immense structural obstacles in front of anyone who 
would like to invest in preventative care. 

The ESRD program in Medicare is no exception. In fact, it is probably the 
most extreme example of the immense human and economic waste caused by 
Medicare fee-for-service because it is likely no other patient population has as 
much of its reimbursement coming from Medicare fee-for-service. 

1 am here today to make one simple plea — put more of these patients into the 
private sector so that: 

1. More of them will enjoy the dramatically improved quality of care they 
would receive in a managed care setting. 

2. The government will save $1-2 billion over 5 years 

3. The country’s overall health care costs will be lower within 3-4 years. 

4. The government will be spared another blow to its operating credibility 
with the public, because otherwise it will be embarrassed by study after 
study showing the patients it "manages" die faster, are less likely to be 
employed, and cost more. 
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I will address the following issues in turn: 

* Magnitude of the Issue 

* The Basic Prevention Concept 

* Real-life Examples 

* Magnitude of the Opportunity 

* Our Policy Recommendations 

Magnitude of the Issue 

The Medicare fee-for-service approach for serious chronic diseases is bad health 
care. The graph on the next page is a crude indicator of the power of managed 
care on the mortality side of the quality question. It is crude because it uses 
gross mortality, which does not adjust for differences in age, sex, race, etc. that 
may exist between the HMO population and others. 

There is a new "Adjusted Mortality" methodology, however, which does adjust 
for several of the key patient-specific variables. Most of the government 
sponsored networks around the country prefer this measure, as do most 
thoughtful clinicians and analysts. 

The economic issues are also large. In the advisory announcing this hearing, it 
was stated that this year there are approximately 200,000 Medicare beneficiaries 
with ESRD and that Medicare is spending $8 billion on this program, or 
$38,900 per beneficiary. These figures used by the Committee are considerably 
lower than our estimates, perhaps because some expenditures are not included 
and/or because we estimate there were only 190,000 dialysis patients in 1994. 
We believe the total national average cost of Medicare non-HMO coverage in 
1994 was $56,070 per patient. The national cost of non-HMO care for ESRD 
patients has been growing at a considerable pace and saw almost a 20% 
increase from 1991 when the annual ESRD patient costs were $44,413. To 
make even a more significant comparison, the Medicare non-HMO care cost in 
California in 1994 was $62,636 versus a Medicare HMO in California where 
cost was only $35,000. This information is reflected on the next graph in my 
testimony. 

Which costs are increasing most rapidly? And independent of which national 
average cost per patient is correct, what is the biggest area of cost difference 
across different patient populations? 

The largest drivers of ESRD cost increases over the last five years (and, if 
unchecked, the most likely drivers of increases for the next five years) are 
hospital costs and EPO (a drug). Depending upon whose numbers you use, 
hospital costs represent 20 to 45% of total costs. No matter whose numbers 
you use, dialysis is one of the few chronic disease states where annual hospital 
days per patient are increasing. And again, no matter whose numbers you use. 
managed care leads to significantly fewer hospital days per patient year as is 
shown in the graph on the following page. 

With severe chronic disease states you carmot achieve lower hospitalization 
rates by "cutting corners" or by withholding care. Any good clinician will tell 



Quality of Life... 

The morlality rale for HMO dialysis patients is 30% lower than the national rate, 
Northern California rate, or CDC Non-HMO rate. 
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you that if you do, then that patient will be back in the hospital bed sooner and 
sicker. Any good Medicare HMO executive will tell you that most of their 
enrollees (and an even higher percentage of their enrollees with chronic 
conditions, since the economic benefits of an HMO are more powerful for 
them), do not switch plans often, and so they are very sensitive to the multiple- 
year cost implications of any care approach. 

Equally significant are the indirect expenses. Most dialysis patients who were 
working stop, because of the trauma and inconvenience associated with the 
beginning of dialysis and the ongoing disruption caused by the care pattern and 
regular hospitalizations. 


The Basic Prevention Premise 

Our premise not complicated, it is common sense. It is not theoretical, it is 
being proven every day in the actual real world of patient care. It will keep 
people healthier. 

Our premise is that the private sector/managed care system will invest more and 
more effectively in prevention than Medicare fee-for-service. 

This is true whether you assume most care givers are noble humanitarians or 
medical mercenaries, because for a chronic disease state they both want to do 
the same thing , namely delay the onset of the disease itself and prevent 
complications and extreme deterioration once the disease is in place. 

The economic incentives motivate the mercenary. But please understand your 
fee-for-service system makes things basically impossible for the humanitarian. 
Some of our patients would be better off if you reimbursed for more social 
work, dietetic work, homecare, and patient education. As a citizen I do not 
advocate your loosening the reimbursement restrictions in any of these areas 
because some providers would abuse the situation and work to the maximum 
allowed for all eligible patients. But the current system makes it impossible for 
the caregivers to make the larger investment for the particular patients who 
would benefit. 

The soul of managed care lies in discretion around established baseline 
standards. Health Care Financing Administration (HCFA) fee-for-service is 
genetically wired for rigidity, not discretion. 

When there is unified multi-year accountability of the total quality and total cost 
of a patient population, medical magic can and does happen. For patients 
costing an average of $150,000 to $250,000 each, who have thrice-weekly 
contact with their caregiver, the private sector/managed care system will put in 
place the unified, long-term accountability with discretion. 



Quality of Life... 

California and I'lorida HMO dialysis paiicnls spend 50-00'’ o loss lime in the iiospilal 
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Real-Life Examples 

First I will provide three non-dialysis anecdotes, since non-dialysis areas at 
dramatically more advanced in applying these basic truths of preventative c 
and working out the operating bugs. 

We at Vivra are also in the diabetic care business. We know that rates of 
diabetes re-admission (meaning the same person being re-admitted) are low 
higher managed care areas than in low ones. This is because a greater 
investment is made on the "soft" side of patient education, care managemei 
and early identification of emerging problems, often by purchasing our sen 

The next two examples are portrayed in the graph on the next page of my 
statement. The graph reinforces the powerful congruence of cost and quali 
objectives in "high prevention potential" situations. Private sector AIDS 
patients enjoy lower mortality and lower health care costs, primarily due to 
lower hospitalizations. Pregnant women avoid the cost, trauma, and long-t 
issues associated with premature births, with the obvious societal benefits. 

Let’s turn to some equally powerful dialysis examples; 

1 . Delaying Onset of Dialysis. Earlier specialist intervention could slov 
down kidney deterioration for many patients. Even a six month dela 
yields immense individual and societal benefits. Payers and provider 
experienced with capitation have "early warning systems" based on 
pharmaceutical prescriptions and other indicators which allow them t 
focus on these patients. They also have management processes whici 
eliminate the specialist’s fear of antagonizing referral sources. This 
several hundred million dollar issue in itself. 

2. Quality Dialysis Initiation. A well managed pre-dialysis patient has ; 
simple "access device" placed in their arm though a simple out-patiei 
procedure. This is done well before they need dialysis so their body 
time to accept it. When their kidneys ultimately fail, they simply be 
outpatient dialysis. 

Poorly managed patients are not similarly prepared. They will appei 
the emergency room and require a multi-day inpatient admission to 
surgically implant a larger and less clinically desirable access device. 

The latter situation costs anywhere from three to six times more. T1 
patient is less likely to continue working. The patient suffered far m 
clinical trauma. 

The incident of this latter situation varies by a factor of 10 in differe 
markets, and in general is already less frequent in high managed car( 
areas due to the spillover benefits of managed care affecting general 
behavior. 



Treatment Costs per AIDs Premature Birth Rate 
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3. Surgeon Selection Surgical and surgically related costs are 5 to 20% of 
patient costs. They are important to patient care because they are 
imptortant to the patient retaining good "access" between the dialysis 
machine and the blood system. Surgical quality differs dramatically by 
surgeon. Low quality surgeons are high cost surgeons because their 
patient’s accesses perform less well during dialysis and fail more quickly, 
requiring additional procedures. 

The private sector and managed care give nephrologists the data required 
to compare surgeons, and the surgeons get an unambiguous message as to 
the consequences of low quality. 

4. Patient Education and Proactive Support. This can have an immense 
impact, as has been dramatically demonstrated with pregnant women in 
some Medicaid programs. Some patient populations require far more 
education and support than others. These are often the same populations 
who end up with the most complications and the highest annual expenses. 

The private sector will negotiate customized rates for these patients, 
supporting the larger investment requirement up front in exchange for the 
rigorously monitored downstream returns. Again, this is not theoretical - 
- we already see. capitated Ob/Gy n rates for Medicaid patients that are a 
multiple of those for commercial patients. The provider demands the 
higher rates because, there will be more work. The for-profit payer 
agrees to the higher rates because it knows the downstream savings will 
exceed the up-front investment. The patient and society benefit. 

The list of examples could go on and on. What I would like to highlight is the: 

* Alignment of economic and clinical incentives (including multiple-year 
agreements) 

Common sense 

* Magnitude of the quality and cost improvements - they are dramatic, not 
incremental 

* Fact that a bureaucracy which is well-intentioned but strucmrally 
incapable of the requisite creativity, nimbleness and discretion will fail to 
achieve these improvements. They inevitably fall back on compliance to 
either administrative procedures which do not powerfully correlate with 
quality outcomes, or they boldly venture out with actual clinical 
parameters which are so crude that thoughtful providers are appalled. 
Finally, the bureaucracy never does what it takes to provoke exciting 
improvements, namely take patients away from bad physicians by 
providing referring physicians with compelling data or by eliminating 
them from a provider panel. 
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Magnitude of the Opportunity 

We can delay onset. We can increase the percentage of patients who work. 

We can reduce complications and hospitalizations. We can do a lot, not a little, 
in all these areas. 

The current centralized fee-for-service system has had a 22 year experiment. It 
would be difficult to imagine a more disappointing cost and quality 
performance. Please give us a chance, buy giving us a customer who can enter 
into meaningful and decisive discussions on real-world quality and cost per 
performance. 


Our Policy Recommendations 

To provoke private sector/managed care leadership in improving the ESRD 
program, we recommend; 

1 . Test Us. Extending the period patients remain on their private sector 
insurance from 18 months to 30 months. 

2. Free Choice. Allowing Medicare beneficiaries with ESRD to enroll in 
HMOs. 

3. Fair Choice. Grant ESRD patients the same COBRA continuation of 
health care rights as other employees. 

I'll elaborate on each of these: 

The benefits of managed care flow to the patient in the form of better quality of 
life and to the patient’s insurer in reduced cost only if that insurer practices 
managed care. A problem arises with ESRD managed care in the fact that 
three months after diagnosis of ESRD a patient becomes eligible for Medicare. 
If an ESRD patient has private insurance, that private insurance remains the 
primary payor for 18 months. Because managed care relies on a significant 
initial investment of resources in the patient which would be recouped later in 
patient care, private insurers have little financial incentive to make that initial 
investment in managed care for their ESRD patients when Medicare will take 
over after 18 months. This then all but eliminates the financial incentive for 
insurers to manage the ESRD patient’s care. To remedy this situation, we 
propose extending from 18 months to 30 months the period that private 
insurance remains the primary payer. 

This is not a unique proposal. Last year, all of the comprehensive health care 
reform proposals (except for the Gephardt proposal) would have increased the 
period to 24 months in which private insurance would be primary. We believe 
that 30 months is more likely to encourage managed care and result in more 
significant savings to Medicare. The overall cost to insurers will be; a) 
minuscule as it will be taken from one payer (Medicare) and spread across 
thousands, and b) not proportional to the increase in months, because costs per 
patient will decrease over time. In going to a 30 month period for insurance as 
primary payer, it would be important to also write into law that insurance 
policy limits could not be reduced for ESRD. Limits are not generally applied 
to other chronic diseases, and ESRD should be no exception. 
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The benefits of managed care for ESRD patients are obvious. However, the 
country’s largest insurer -- the Medicare program - prevents ESRD patients 
from enrolling in an HMO after the advent of ESRD. While an ESRD patient 
who is already enrolled in a Medicare HMO may remain in it after the onset of 
ESRD, Medicare rules actually prevent individuals from choosing HMO care 
after the advent of ESRD. This rule no longer makes sense and ESRD patients 
should be permitted to enroll in managed care. This policy is especially 
perverse as Medicare HMOs grow. Many seniors will not join if they must 
change physicians. As HMOs grow, more physicians will become involved. 
Once a patient’s physician is affiliated with a plan the patient can directly 
benefit from the superior pharmaceutical benefits and co-pay arrangements, 
which are economically significant for chronically ill patients. 

Finally, as a result of being eligible for Medicare after three months, the 
Federal courts have held, despite HCFA’s arguments to the contrary, that 
ESRD patients are not eligible for COBRA continuation of their private health 
insurance after leaving employment. If an ESRD patient could maintain 
COBRA coverage, the private insurance would be the primary payer. Another 
reason for ptermitting this COBRA coverage is that current case law is not clear 
with regard to whether dependents of ESRD patients are eligible for COBRA 
coverage when the ESRD patient becomes eligible for Medicare. HCFA’s 
advocacy on this issue should not go unnoticed. 



Quality of care... 

Dialysis patients in HMOs experience lower standard mortality rates than patients in 
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Chairman Thomas. Mrs. Johnson will inquire. 

Mrs. Johnson. Thank you for your very interesting testimony. 
Mr. Thiry, how do you account for the fact that some of the preced- 
ing panelists really had no sense that managed care was contribut- 
ing to quality or managed care was doing a good job of both quality 
and cost reduction in dialysis, and particularly they focused on the 
insecurity that managed care would create for dialysis patients. In 
other words, all the negative arguments and none of the positive 
arguments. Why is the community that is most involved in deliver- 
ing this care so unaware of the kinds of advances that you note? 

Mr. Thiry. Dialysis patients that are in managed care probably 
only represent about 3 to 4 percent of the total. If you are running 
one center or a few centers, you have an exceptionally small num- 
ber of patients. That also means the payers with whom you are 
dealing have a very small number of patients and therefore they 
probably aren’t doing anything thoughtful with respect to dialysis 
because they only have four or five of them and after 18 months 
they turn them over to the government for the rest of the person’s 
care life. 

We are active in Florida and southern California, working with 
a small number of HMOs who have a sufficient number of dialysis 
patients so that it makes sense for them to allocate a lot of man- 
agement time. We, all by ourselves, have about 600 managed care 
patients. That is probably a multiple of what anyone else other 
than national medical care is working with on a day-to-day basis. 
Not only do we care for 600 HMO patients, but they are con- 
centrated in a couple of geographic areas. 

Mrs. Johnson. So the news just hasn’t spread yet. 

Mr. Thiry. They literally are not dealing with managed care or 
thoughtful managed care. They may be dealing with thoughtless 
management care, exactly as they describe. 

Mrs. Johnson. Your experience is in HMOs, which isn’t an orga- 
nization of managed care that maximizes the ability to manage. 
Are you aware of more flexible PPOs and organizations like that 
that also deliver managed care getting into dialysis? 

Mr. Thiry. We have received our first phone calls from them and 
made our first phone calls to them only in the last 6 months, again, 
because of the same volume issue. There is tremendous opportunity 
to work within the PPO, POS industry. 

Mrs. Johnson. Could you clarify for me again the volume issue, 
why is it other plans don’t have to deal with the volume issue? 

Mr. Thiry. If I have 150,000 enrollees in Cincinnati and x num- 
ber of them are dialysis patients and x is a very small number, I 
will first deal with AIDS, asthma, allergy, oncologjy, Alzheimer’s, 
and so forth, before I get to dialysis because it is such a small num- 
ber of patients and I only have them for a short time. 

Mrs. Johnson. Thank you. 

Chairman Thomas. The gentleman from Nevada. 

Mr. Ensign. Thank you. Dr. Berger, you mentioned an inflation 
adjuster. Do you know what we would currently be spending if we 
had an inflation adjuster all along in relation to the dollars per 
year that we are spending on ESRD today? 

Mr. Berger. There are two components that have not been tradi- 
tionally adjusted for inflation. One is the physician monthly capita- 
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tion, and in the last year that has been folded into the physician 
payment system and will be adjusted. The remaining one is the di- 
alysis system. I don’t know, given the number of Gramm-Rudman- 
Hollings freezes and other specially legislated freezes and suspen- 
sions, what the actual difference would have been between 1983 
and 1985 had there been the same sort of mechanism in place, no. 

Mr. Ensign. If we built in an inflation adjuster, it would seem 
to me that advances in technology that would save costs would pre- 
clude the government from saving these costs. 

Mr. Berger. Congress has asked the Prospective Payment As- 
sessment Commission to look at dialysis facility reimbursement 
and to make an annual recommendation and it has done so for 3 
years. In doing that, it looks at the actual trend to the best it can 
calculate in the inflation, the costs of labor and other goods that 
dialysis providers have to buy. 

It also looks at provider efficiency gains and at the net effect of 
new technology. It comes up with a single composite from those 
three factors which is its recommendation in terms of those quan- 
titative numbers that are available for an annual change. 

I think that is almost precisely comparable to the way in which 
the ProPac recommendation for hospital reimbursement is made, 
and we would certainly be very happy to see those elements 
factored in. 

Mr. Ensign. So that would be acceptable to you on the inflation 
adjuster? 

Mr. Berger. Absolutely. Not just a pure blank check for some fi- 
nancial indicator; no. 

Mr. Ensign. Thank you, Mr. Chairman. 

Chairman Thomas. The gentleman from Nebraska. 

Mr. Christensen. Mr. Thiry, in your written testimony you talk 
about the extension of COBRA benefits. Did you want to expand 
on that or not? 

Mr. Thiry. The reasons for advocating are the same reasons that 
we advocate in general putting more of these patients in the pri- 
vate sector. In that particular scenario it seems especially unfair 
that ESRD patients are not having the same right of choice that 
other employees have. But our basic motivation is the same. 

Mr. Christensen. OK. I tend to agree with most of your testi- 
mony and appreciate your time here today. Thank you, Mr. Chair- 
man. 

Mr. Thiry. Mr. Chairman, you asked a question earlier about 
breakthrough investments which could radically improve the qual- 
ity and reduce the cost of dialysis care. I believe some of those are 
out there. 

I just recently received the highest quality investment oppor- 
tunity in a wearable kidney, truly the best one I’ve seen. It is not 
going to get funded because even if it ends up working, it would 
cost several million dollars and a few years of development. Yet no 
one is confident under the current reimbursement system that the 
government will be able to do an effective, long-term cost analysis 
and weigh in the up front investment versus the downstream costs 
of managing those patients. I would submit that there is a definite 
chilling effect. This particular venture would radically alter the ec- 
onomics of my business in a way that will be very bad for my 
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shareholders, but it is a development I would welcome. That won’t 
happen with the way the system works today. 

Chairman Thomas. I would expand the question and ask, if you 
have a wearable kidney and you have those kinds of expenses up 
front under a managed care structure or you have a transplant 
where you wouldn’t continue — say, the success rate is very high 
and we have sufficient organs — why would any managed care oper- 
ation on a capitated basis make the investment in fixing that prob- 
lem given the high mobility that people have today in terms of 
their chances of moving on, having been fixed by you at great ex- 

E ense to provide a very handsome profit margin on a capitated 
asis to some other plan? Where is the incentive for you to make 
that decision? 

Mr. 'Thiry. I would submit that if and when there are a lot of 
dialysis patients in the private sector, even an unethical company 
would be absolutely unable to underperform their competitors in 
terms of doing early transplants. Every thoughtful clinician knows 
that doing early transplants is a key to effective care in this area. 
Just as there are emerging key indicators in asthma allergy, and 
AIDS, and so forth, in dialysis you would be slitting your own neck 
as a proprietor of your own business to cut corners in that area. 
Chairman Thomas. In the long run? 

Mr. Thiry. Correct. 

Chairman Thomas. You are in it for the long run. 

Mr. Thiry. I am sure there are companies that are not, but the 
short run is getting shorter as employers are getting much more 
rigorous every month in the data they are demanding from provid- 
ers. 

Chairman Thomas. Dr. Berger, that is why in your testimony 
you say that you would remove any month’s period. We discussed 
with the earlier panel going from 18 to 24 or to 30, If I recall, your 
testimony indicated that you would leave it open ended. 

Mr. Berger. Leaving it open ended is where the logic of the 
analysis takes it. Mr. Chairman, we are knowledgable and sympa- 
thetic to some of the concerns that were voiced earlier, and we 
would be very pleased to have the Subcommittee look at those con- 
cerns to see whether there are some reasonably simple ways of al- 
leviating them. But the logic of the problem, of the isolation of this 
program from the developing mainstream of the American health 
care system, is as Kent has said, to see to it that the private sector 
bears its fair share of the burden. 

This is not a matter of trying to dump responsibility that is 
rightfully the public sector’s on to the private sector, but rather to 
bring the distribution more into line with what is in fact conven- 
tionally found elsewhere in the health care system. 

Chairman Thomas. Perhaps the solution lies not narrowly within 
the public months relationship, but in the larger area of reformiing 
health insurance which is offered and denied? 

Mr. Berger. Certainly, the package of what we are always told 
are almost universally agreed upon health insurance reforms hav- 
ing to do with portability and preexisting conditions would go a 
long way to alleviating the concerns expressed earlier. 

Chairman Thomas. One of the concerns I have in dealing with 
payment structures is that oftentimes you find to a certain extent 
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choices dictated by the payment method, especially in skilled nurs- 
ing facilities — ^home health care areas that are growing rapidly, 
they are the last fee-for-service bastion. I am concerned that if we 
begin to make changes in structures, we do not create any oppor- 
tunity for choices based upon a payment schedule rather than the 
efficacy of the choice toward the patients. 

Any additional questions? I thank the panel very much for your 
participation and the Subcommittee hearing is adjourned. 
[Whereupon, at 1:10 p.m., the hearing was adjourned.] 
[Submissions for the record follow:] 
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Statement of Amgen Inc. to House Ways and Means Subcommittee on 
Health on Medicare End-Stage Renal Disease Program 


Amgen Inc. is pleased to submit this statement for consideration by the 
subcommittee and inclusion in the record of the April 3, 1995 hearing on the 
Medicare end-stage renal disease (ESRD) program. As the manufacturer of 
EPOGEN® (Epoietm alfa), an important part of the treatment of many dialysis 
patients, Amgen closely follows trends in the cost and quality of the ESRD program. 
The company’s observations are informed by its experience during almost a decade 
of participation in efforts to improve the clinical status and quality of life of 
Americans who depend on kidney dialysis to survive. Amgen strongly believes that 
focusing on quality of outcomes in dialysis patients and aligning incentives suid 
payments around these outcomes is the best way to control costs and benefit 
patients. 


BACKGROUND 

Amgen is tbe U.S. (and the world’sl largest independent biotech company. 

Amgen, headquartered in Thousand Oaks, Cahfomia, is the largest independent 
biotechnology company in the world. Since its founding in 1980, the company has 
spent $1.2 billion dollars on research and development, with emphasis on finding 
new treatments for diseases for which ciurent therapeutic interventions are 
inadequate. Last year, the company was awarded the National Medal of 
Technology, an award established by Congress in 1981 to recognize technological 
achievement. Amgen is the only biotechnology company ever to receive this tribute. 

Enoeen is a breakthrough application of genetic engineering for dialysis patients. 

In 1989, the Food and Drug Administration approved for marketing Amgen’s first 
product, EPOGEN. First cloned and developed by Amgen scientists, EPOGEN is a 
biopharmaceutical product with the same amino acid sequence as natural 
erythropoietin, which is produced by healthy kidneys and acts to stimulate the 
maturation of red blood cells. 

Kidney failure almost always results in anemia because tbe kidneys no longer 
produce adequate 2 imounts of erythropoietin. Before the availability of EPOGEN, 
most dialysis patients were severely anemic, reflected in low hematocrit readings. 
Hematocrit is the ratio of red blood cells to total blood volume; low hematocrit 
readings are associated with increased morbidity and poor quality of life. Indeed, 
prior to 1989 many dialysis patients were dependent on blood transfusions to 
survive. Since the introduction of EPOGEN, blood transfusions to combat the 
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anemia of renal failure have become unnecessary, and the quality of life of dialysis 
patients has improved significantly. 

The Medicare payment experience for EPOGEN illustrates the importance of 
estahli.shiny and maintaining incentives for proper patient outcomes. 

Shortly after EPOGEN was approved for marketing, the Health Care Financing 
Administration (HCFA) estabhshed a policy to pay for it as an add-on to the 
prospective pasnnent rate for dialysis services. (While the product is also covered by 
Medicare when administered in physicians’ offices or dispensed for self- 
administration to qualified dialysis patients, most EPOGEN is administered to 
dialysis patients at the end of the dialysis session by injecting it into the venous 
access route). 

The rate set in 1989 was a flat $40 per EPOGEN treatment for most patients, 
regardless of the amount administered. In setting the rate, HCFA assumed that 
average doses wovdd reach 5,000 units per administration, the average for patients 
in Amgen’s phase III clinical trial. While it was always understood that the vast 
majority of dialysis patients would eventually receive EPOGEN therapy, HCFA 
also assumed that, as with most new products, the use would grow gradually. 

In retrospect, it is clear that those assumptions (which Amgen shared at the time) 
failed adequately to reflect the financial incentives created by the payment 
mechanism. By mid- 1990, the Office of Technology Assessment (OTA) and the HHS 
Office of Inspector General (OIG) had reported to this subcommittee that the doses 
were significantly lower than anticipated, to the detriment of patients. The OIG 
report concluded that the effect of the flat rate reimbursement system was windfall 
profits to dialysis facilities and recommended that Medicare pay for EPOGEN based 
on actual doses administered. 

Congress in the Omnibus Budget Reconciliation Act (OBRA) of 1990 changed the 
reimbursement methodology from the flat rate to $11 per thousand units 
administered. In OBRA 1993, the payment amount was reduced to $10 per 
thousand units. Doses, which had averaged 2700 units in 1990, are currently 
averaging about 4400 units per administration, enabling more patients to achieve 
hematocrit levels within the FDA-approved target range of 30-36 percent. Amgen 
data suggest that nearly all dijilysis patients for whom EPOGEN therapy is 
indicated now receive it, but only approximately 65 percent have hematocrits 
within target range. This means that doses for some patients are still inadequate 
and that closer clinical management of iron stores and other factors should be 
encouraged, as discussed below. (Since HCFA’s reimbursement guidelines require 
a hematocrit reading below 30 to initiate EPOGEN therapy, it is unlikely that 
patients who are not anemic are being treated.) 
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COST AND QUALITY OF MEDICARE ESRD PROGRAM 

Costs per benefidarv of ESRD program to Medicare have risen at a rate lower than 
the rest of the Medicare nrogram. 

The subcommittee has indicated its intention to examine trends in Medicare 
spending on the ESRD program. Amgen’s first observation on this subject will no 
doubt be echoed by a number of witnesses at the hearing: It is clear that on a per 
beneficiary basis, the rate of growth in spending for this program over the past 10 
years has been relatively moderate. Indeed, the aggregate increase in program 
expenditures per ESRD beneficiary since 1985 (34%), is dramatically lower than 
the increase over the same period in the average Medicare benefit payments per 
enroUee (108%). (Source: 1994 Green Book ) 

Amgen has contributed to the effort to restrain the rates of increase in Medicare 
spending. Influenced by extensive discussions with HCFA officials, Amgen set the 
price for EPOGEN in 1989 at $10 per thousand units, well below the average 
European price ($15) set by its licensee. The U.S. list price has never been 
increased in the intervening years, and it remains on average 34.4 percent lower 
than the European price and 68 percent lower than the price in Japan. Adjusting 
for inflation, Amgen’s list price for EPOGEN has declined by 21.4 percent since 
1989. 

The introduction of EPOGEN and - more recently -- the progress achieved in 
bringing hematocrit levels into target range also contribute indirectly to cost control 
in the ESRD program. Dialysis patients receiving EPOGEN have been found to 
develop fewer comorbid conditions that require inpatient hospital treatment. Since 
inpatient costs account for almost half of all Medicare payments for dialysis 
patients, adequately managing anemia could result in reductions in outlays. A 
recent study conducted by the Johns Hopkins School of Medicine and HCFA found 
that patients on EPOGEN are less likely to have heart failure, angina, myocau'dial 
infarction, depression and strokes than patients not receiving the drug. The study 
also concluded that use of EPOGEN may be associated with fewer overall hospital 
admissions smd fewer days spent in the hospital. (Powe et al., JASN, 1994: 4:1455- 
1465). 

The current reimbursement rate for EPOGEN provides some incentive to providers 
to increase doses if the patient’s hematocrit is not within the target range. (As 
discussed in more detail below, it is important that iron stores be monitored 
CEirefully to insure that the lowest effective dose is used.) Some have suggested that 
the Medicare payment rate should be reduced or folded into a composite or 
capitation rate for dialysis. These suggestions should be rejected. If the incentives 
to properly dose were reduced, removed, or reversed, hospitalization costs could rise 
cmd-at the extreme-transfusions could return as the treatment of choice for 
anemia due to renal failure. This, of course, would lead to additional costs for 
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treating blood-bome infections, and patients would risk development of antibodies, 
increasing the chances that a kidney transplant would be rejected. These 
additional costs would likely wipe out any anticipated sayings associated with 
changing the payment rate/method for EPOGEN, 

Focusing on the Quality of care of dialysis patients provides the greatest return on 
the Medicare investment in its ESRD nrneram 

Any careful observer of the ESRD program would note a growing concern about the 
quality of care delivered to ESRD patients, particularly those dependent on 
dialysis. The ESRD mortality rate in the United States is reported to be the 
highest in the industrialized world. The National Institutes of Health, the Institute 
of Medicine and the National Kidney Foundation have all expressed concern and 
made recommendations regarding the adequacy of dialysis and the morbidity and 
mortality of dialysis patients. 

Last year, HCFA launched a Core Indicators Project to measure how key clinical 
parameters are being managed. HCFA is also developing quality screens for care of 
dialysis patients. The first of these to be implemented deals with management of 
the anemia of chronic renal failure. These efforts should be encouraged, although it 
may never be possible to assure high quality using only the power of the payor to 
survey and certify providers. 

There is a strong correlation between Medicare reimbursement policy and the 
quality of delivered care to ESRD beneficiaries. To focus on cost minimization 
without a corresponding investment in quality assurance would result in short-term 
savings at the cost of long-term costs and absolute reductions in the quality of life of 
a particularly vulnerable group of beneficiaries. 

Since such extraordinary efforts are being taken to extend the length of the lives of 
ESRD patients, it would be unfortunate indeed if the quality of those lives was 
allowed to deteriorate through neglect or inadvertence. Amgen has supported, 
financiaUy and through participation of its staff, the development by the Rand 
Corporation of a Kidney Disease Quality of Life Instrument which could assist 
researchers in measuring the impact of various therapies. In addition, the company 
has sponsored a Life Options Program, which identified barriers faced by dialysis 
patients attempting to achieve more normal lifestyles, including returning to work. 
The program is now seeking ways to surmount those barriers. 

The Ranking Minority Member of the subcommittee, Mr. Stark, has introduced a 
bill (H.R, 1067) to require renal dialysis facilities to meet certain standards relating 
to the adequacy of dialysis as a condition of payment. This is a step in the right 
direction. It also would be appropriate to monitor more closely how anemia is 
managed in dialysis patients. In addition to appropriate use of EPOGEN, such 
monitoring should require that patient iron stores are maintained at a sufficient 
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level to allow optimal development of red blood cells. In other words, no amount of 
EPOGEN will cure the anemia of a patient who is allowed to become severely iron- 
deficient. 


CONCLUSION AND RECOMMENDATIONS 

The Medicare ESRD program is remarkable in that it keeps 200,000 Americans 
alive regardless of their social or economic status. Even successful programs can 
usually be improved, but the Congress should beware of “improvements” in the 
ESRD program that put patient quality of life at risk. Amgen recommends that the 
Congress; 


• Resist changes in payment policy to effect short-term savings; any 
reduction in payments could result in additional long-term costs. 

• Continue to support HCFA’s efforts to monitor the quality of care 
provided to ESRD patients. 

• Require that patients receive adequate dialysis and that their 
hematocrits be appropriately maintained to control anemia, as a 
condition of pasrment for dialysis and EPOGEN. 



150 


TESTIMONY OF BAXTER HEALTHCARE CORPORATION 

COMMITTEE ON AND MEANS 
SUBCOMITTEE ON HEALTH 
V.S. HOUSE OF REPRESENTA TIVES 

HEARING ON THE MEDICARE END-STAGE RENAL DISEASE PROGRAM 
APRIl. ■?. I99S 


I. INTRODUCTION 

Baxter Healthcare Corporation appreciates the opportunity to submit written testimony 
to the Subcommittee on the Medicare End Stage Renal Disease (ESRD) program in 
connection with its hearing on April 3. We applaud the Subcommittee for its efforts in 
evaluating this program and examining other alternative payment and administrative 
approaches for the management of this chronic condition. 

Baxter is a subsidiary of Baxter International, Inc., a publicly traded company 
headquartered in Deerfield, Illinois. Through its Renal Division, Baxter manufactures and 
distributes a full range of hemodialysis and peritoneal dialysis equipment and supplies to the 
renal community. Baxter has pioneered many of the technological breakthroughs in dialysis 
that have enabled hundreds of thousands of patients to survive and live quality lives despite 
chronic renal failure. Baxter believes it is critical that this vulnerable patient population 
continue to receive access to quality care and integrated, comprehensive services. Over the 
years, we have had the opportunity to listen to and work closely with all interested members 
of the renal community, including physicians, providers, suppliers, payers, professional 
associations, and most importantly, patients. It is based on this perspective that we offer 
these comments. 

We believe strongly that the Medicare ESRD program generally has been successful 
in meeting the needs of patients with chronic renal failure. We feel equally strongly, 
however, that the program can be significantly improved in terms of quality of care, patient 
satisfaction and cost-effectiveness. There is much we have learned since the inception of the 
Medicare ESRD benefit twenty three years ago, and the time to apply these lessons, we 
believe, is now. 

Recently, there has been a great deal of examination and discussion regarding current 
and alternative payment policies for the ESRD program, both within and outside of the 
context of broader Medicare reform. While many of the proposed Medicare reform 
initiatives will require a long-term analysis and evaluation, we believe that several initiatives 
can be implemented now that can improve beneficiary options and encourage the renal 
community to further adopt and implement certain managed care mechanisms. These 
mechanisms, we believe, will promote improved patient quality, provider accountability and 
cost-effective care. 

Our recommendations do not suggest a total overhaul of the ESRD system, nor do we 
endorse a rapid movement of the entire ESRD program to a capitated payrhent methodology. 
Rather, we believe that the endorsement of certain integrated delivery system principles, such 
as the concept of "disease management," coupled with incremental changes in the current 
payment and reimbursement system offer the potential for improved quality of care, greater 
system efficiency and lower total costs. 


II. THE ESRD PROGRAM TODAY 

As it is currently structured, the Medicate reimbursement system, through its focus on 
the treatment of and payment for acute, isolated services, discourages integrated care for 
patients with ESRD. Medicare reimburses facilities for services strictly related to dialysis 
based on a prospectively determined composite rate; ancillary supplies and services are 
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covered under a fee-for-service methodology; outpatient physician services are subject to a 
separate monthly cap; and inpatient care is reimbursed under the applicable DRG 
classification. An inevitable yet unintended consequence of this fragmented approach is that 
providers are encouraged to manage only that portion of the patient’s care for which they are 
responsible. Decisions may be made without collaborating with other health care providers 
and without fully taking into account their impact on the entire disease process. Due to this 
lack of integration and multidisciplinary mant^ement, which are becoming commonplace in 
the private sector, continuity of care for ESRD across care settings has not occurred. 

Patients themselves have not received the benefits of an integrated, coordinated care system. 


III. THE IMPORTANCE OF INTEGRATED CARE 

Through Baxter’s involvement in the development and distribution of products to treat 
other chronic, high cost disease states (including cancer and hemophilia), we have seen the 
successful application of “disease management' principles and integrated delivery system 
models in other contexts. We believe that these principles and models represent equally 
viable approaches for addressing the special needs of the ESRD population. Under some 
chronic disease management models, for example, providers are given the flexibility and are 
charged with the accountability of managing the patient’s disease from the onset of diagnosis, 
when well-informed decisions can be made regarding modality of treatment and site of care. 
These models encourage prevention and treatment that will provide maximum effectiveness 
and efficiency at the time of onset of illness. As with other chronic illnesses, and as other 
hearing witnesses have confirmed, intensive disease management of ESRD at an early stage 
is critical. Unlike a traditional acute managed care model where the focus is typically on 
avoiding overutilization, an integrated disease management model strives to ensure that 
patients ate not underserved. Under this model, patients receive comprehensive cate that 
helps minimize many of the more costly complications arising from a lack of intervention 
and provider coordination. 

We believe that any initiative that is developed for the ESRD population must include 
some form of case management that focuses on coordination of care and encourages 
collaboration among all providers of the health care team. In working with providers and 
patients to create optimal home care therapy solutions for ESRD patients, we have seen first- 
hand the challenges of creating and managing a comprehensive care plan encompassing the 
clinical, psychosocial and economic needs of these individuals. We applaud the American 
Nephrology Nurses Association endorsement of a comprehensive nurse case management 
approach to the ESRD population and we encourage the further development and refinement 
of these types of initiatives. This endorsement is consistent with the position of the Renal 
Physicians Association. In any chronic disease management approach, we support the role of 
the nephrologist as the primary care physician who is responsible for the overall management 
of the ESRD patient’s care. 


/V. INTEGRATED CARE AND PATIENT INVOLVEMENT 

We believe that moving in the direction of a chronic disease management model for 
ESRD also will give patients the opportunity to actively participate in their care and make 
meaningful, well-educated choices regarding their treatment. In our experience, the more 
active the patient is in his or her therapy, the more likely the patient is to adhere to the 
treatment plan. This has a positive impact on patient outcome. A chronic disease 
management program promotes active patient involvement through aggressive case 
management, which includes patient/family education, regular follow-ups and supportive 
services. These activities help decrease the incidence of complications and, for a significant 
number of patients, minimize the utilization of expensive services in costly acute or subacute 
care settings. 
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K QUALITY AND COST-EFFECTIVENESS IN AN INTEGRATED CARE SYSTEM 

We concur with many of the concerns raised by members of the renal community 
regarding the potential impact of cost-containment objectives in a managed care setting. On 
the other hand, we believe an integrated disease management approach that is properly 
supported by an appropriate payment policy can align the quality and cost-containment 
concerns of all parties involved. Through a capitated payment methodology or other 
comparable global system, the clinical team responsible for the care of the ESRD patient wUl 
work to minimize costly complications, prevent unnecessary hospitalizations and ensure the 
proper prescription and administration of life-sustaining therapy. 

An integrated disease management approach that is properly supported by an 
appropriate payment policy can be an effective means of controlling costs. The quality 
concerns of the patient and provider and the cost-containment focus of the payer or employer 
can be aligned to produce the optimal clinical result. ESRD services are already subject to a 
modified capitated system under the composite rate methodology. This methodology has 
been viewed as a relatively effective means of controlling program costs. The monthly 
capitation for physicians also has proven to be an effective cost-controlling mechanism for 
physician outpatient care. Significantly, cost increases in the program are primarily related 
to non-dialysis, non-capitated services. A global capitated method that encompasses all 
services provided to ESRD patients - from the time of diagnosis throughout the course of 
therapy - will properly align incentives to encourage appropriate utilization from all 
providers and will thereby minimize total illness costs, rather than just component costs of 
the disease. 


W. RECOMMENDATIONS 

We believe that to properly implement integrated disease management initiatives in 
the ESRD program, certain incremental changes should be made in the current program. 

First, we recommend that Congress lift the current restrictions or barriers that prevent ESRD 
patients from electing to enroll in managed care programs. Under the current system, an 
ESRD beneficiary is prohibited from enrolling in a Medicare prepaid health plan, unless that 
individual is already a member of such a plan at the time his or her kidneys fail. This 
restriction deprives ESRD beneficiaries of a meaningful choice of care available to other 
Medicare beneficiaries and prevents managed care plans from gaining the valuable experience 
necessary to apply disease management concepts to this population. Significantly, managed 
care plans have demonstrated that they will make the initial investment of resources in the 
patient through optimal disease management if this investment can be realized through greater 
cost savings over the long term. 

In addition, given the unique namre of the ESRD program and the complex medical, 
technological and social demands facing ESRD patients and the providers that care for them, 
we recommend that Congress encourage the development of specially qualified ESRD 
delivery systems by allowing greater flexibility in the types of integrated delivery models that 
are eligible to care for these patients. Under the current regulatory structure, an ESRD 
patient must disenroll from the health plan of his or her choice at the end of the Medicare 
secondary payer period if that health plan does not have a contract with HCFA. If more 
patients are allowed to remain in their networks, we believe managed care plans will be more 
inclined to make the initial investment in the prevention, early identification and case 
management of this population - all necessary and critical elements in the successful 
treatment of ESRD patients. Greater flexibility will allow patients already enrolled in 
managed care networks to maintain existing physician relationships and remain in these 
delivery systems throughout the duration of fteir illness. 

Baxter strongly supports the efforts of HCFA in implementing a demonstration project 
to assess the impact of a capitated payment system for ESRD patients. We agree with 
members of the renal community that the demonstration will provide valuable insights in the 
development of broader changes to the current ESRD payment policy. Nevertheless, we 
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believe it would be unwise to delay implementing the relatively simple initiatives described 
above until a final analysis and ev^uation of that demonstration is achieved. Our desire to 
construct a perfect system should not prevent the introduction of logical reforms that can 
produce benefits immediately. The demonstration which was originally targeted to be 
completed by 1998, has alr^y been significantly delayed and will not be completed until 
the 21st century. 

We also believe it is unwise to rely on ans demonstration project to evaluate the 
impact of a capitated payment system on ESRD services. As currently structured, the 
demonstration itself fails to capture patients prior to the eighteen month Medicare secondary 
payer period and therefore does not allow a plan to manage the patient from the onset of 
diagnosis when critical decisions must be made regarding treatment and modality. We also 
believe that equally valuable information can be obtained from monitoring the experience of 
a number of creative integrated financing and delivery models that are already in place and 
successfully providing care to ESRD patients. Foregoing the exploration of innovative and 
comprehensive approaches for managing this chronically ill population until after the 
demonstration is unwise and uimecessary. Therefore, we encourage the Subcommittee to 
apply the experience and lessons we have learned from the private sector to spur further 
debate and to help formulate policy changes for the future. In implementing any of these 
changes, we recommend that appropriate attention be devoted to Mlucating both the patient 
and provider communities about the underlying principles and objectives of a chronic disease 
management approach. 

Finally, Baxter recognizes that concerns have been expressed by patient and provider 
representatives that quality assurance measures must be included in any approach or initiative 
that is adopted to protect the interests of this highly vulnerable patient population. We share 
these concerns. We believe there is a legitimate role for the government to define baseline 
standards applicable to both the public and private sectors. We support HCFA’s efforts and 
encourage the implementation of mechanisms to provide for careful oversight to measure 
performance. We look forward to the opportunity to work with HCFA to help achieve these 
goals. 
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STATEMENT OF DIALYSIS CLINIC, INC. TO THE SUBCOMMITTEE 
ON HEALTH OF THE HOUSE WAYS AND MEANS COMMITTEE 

Dialysis Clinic, Inc. (DCI) is a not-for-profit organization based in Nashville, 
Tennessee. DCI was established in 1971 in an effort to ensure that medical decisions for 
individuals with End-Stage Renal Disease (ESRD) would be made on the basis of patient need 
instead of on the basis of investment returns. DCI currently provides dialysis services to more 
than 6,000 ESRD patients at over 90 outpatient dialysis units throughout the continental United 
States. DCI is active in kidney transplantation and operates three independent organ 
procurement agencies. DCI also has affiliations with numerous major universities and teaching 
hospitals throughout the United States in an effort to continually improve the care provided to 
individuals with ESRD. We applaud the interest of the Subcommittee on Health of the House 
Ways and Means Committee for individuals with ESRD and the Medicare ESRD program and 
appreciate the opportunity to submit comments for the Subcommittee’s consideration. 

Although the viability of a shift towards managed care for ESRD is currently a 
topic receiving great attention, DCI feels that the ESRD program’s experience with managed 
care is insufficient to make major programmatic changes at this time based upon perceived 
benefits of managed care in this area. However, DCI feels that several areas of the Medicare 
ESRD program deserve attention and would like to take this opportunity to address several of 
these areas. Briefly, these areas are: (i) providing funding for quality of care programs; (ii) 
maintaining Epogen* as separately reimbursable; (iii) extending Medicare’s secondary payer 
status to 24 months; and (iv) providing inflation updates for dialysis providers;. 


Funding for Quality of Care Programs 

DCI feels that maintaining and improving the quality of care provided to 
individuals with ESRD is of paramount importance. By continuously striving for increased 
quality of care, DCI feels that complications associated with ESRD and dialysis can be reduced 
while simultaneously making dialysis treatments less burdensome and more effective for 
individuals with ESRD. DCI has data that relates the quality of care to the incidence of 
hospitalization. This data demonstrates that improving the quality of care in dialysis units 
reduces the incidence of hospitalization, thus reducing the cost to the Medicare program. 

DCI encourages the development and use of quality assurance programs such as 
the ESRD Health Quality Improvement Program and urges Medicare to support this program 
and similar programs through funding. DCI feels that outcome focused quality assurance 
programs will result in elevating the standard of care provided to individuals with ESRD and 
provide a benchmark with which to evaluate the care provided by dialysis providers. The 
benefit of such programs will aid not only individuals with ESRD through higher quality care, 
but also aid the Medicare ESRD program through cost savings associated with greater 
efficiencies. 


Epogen* fEPOl Reimbursement 

In the course of receiving dialysis treatments, individuals with ESRD often times 
require the administration of certain drugs. The cost of some of these drugs are included in the 
dialysis composite rate while others are separately reimbursable by Medicare. One such drug 
that Medicare currently reimburses separately from the composite rate is EPO. DCI strongly 
believes that Medicare should continue to separately reimburse providers for EPO supplied to 
individuals with ESRD. While including EPO in the composite rate may save Medicare money 
in the short run, the adverse effects which would result from such a shift will far outweigh the 
monetary savings realized. 
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One of the side effects of ESRD is that the kidneys often times cannot produce 
erythropoietin, a glycoprotein necessary for the production of red blood cells. As a result, 
individuals with ESRD often contract anemia which leads to other medical complications. 
However, the use of EPO, a synthetic version of erythropoietin, allows the body to produce red 
blood cells, thus avoiding anemia and the resulting complications. Medicare currently 
reimburses EPO on the basis of actual doses administered. At present, this rate is $10 per 1,000 
units of EPO. DCI feels that the current reimbursement mechanism ensures that individuals who 
require EPO will receive the drug. 

To the extent EPO is included in the dialysis composite rate, some providers may 
have a disincentive to provide EPO to individuals with ESRD who would benefit from its use. 
Since providers will receive the same rate regardless of whether EPO is used, many providers 
may elect to not administer EPO and save the cost otherwise associated with procuring the drug. 
To the extent the patient contracts anemia which leads to other complications, the cost of such 
complications will be borne by another provider (such as a hospital); ultimately Medicare will 
incur the cost of such complications. 

As a result, not only will it be more cost effective for Medicare to reimburse EPO 
in the first instance, but by removing any element of cost justification on the pan of providers, 
individuals with ESRD will be guaranteed to receive medically necessary treatments integral to 
their care. 


Extension of Coordination Period 

Under the current Medicare ESRD program, once an individual is diagnosed with 
ESRD and becomes Medicare eligible (after a 3 month waiting period), Medicare assumes 
secondary payer responsibility for the individual's dialysis expenses for an 18 month 
coordination period. During this period, the individual's employer group health plan or other 
private insurance assumes the primary responsibility for the individual's dialysis related 
expenses. DCI feels that extending the duration of this coordination period from 18 months to 
24 months will result not only in a benefit to the Medicare ESRD program, but also a benefit 
to individual’s with ESRD, 

Requiring private insurers to remain primary payer for an additional 6 month 
period will result in several distinct benefits. First, the extension of this period will allow 
Medicate to save approximately $25,000 per patient. With approximately 60,000 new patients 
undergoing dialysis each year, the savings associated with such a change would be substantial. 
These savings can be used to lund programs such as quality assurance programs and inflation 
updates for dialysis providers, all of which will benefit the Medicare ESRD program, dialysis 
providers and individuals with ESRD. 

Secondly, requiring private insurers to remain primary payer for an additional 6 
month period will require these insurers to assume a greater responsibility for the care and 
treatment of their enrollees with ESRD, Under the current system, the short period of 
responsibility (18 months) for enrollees with ESRD provides private insurers little incentive to 
maximize efficiencies. This situation occurs because unlike the health care costs of other 
enrollees which can be recouped over time, enrollees with ESRD require costly treatments 
continually during this period which will not be recouped over time. However, extending this 
period will provide insurers with more of an opportunity to increase their efficiency through 
beneficial relationships with dialysis providers in an effort to better manage their enrollees with 
ESRD. 


As a corollary, requiring private insurers to assume an increased responsibility 
for the care of their enrollees with ESRD will likely result in the expansion of managed care 
relationships between insurers and dialysis providers. The proliferation of individuals with 
ESRD who are covered by managed care programs from the current low percentages will 
generate greater amounts of data with which to evaluate the feasibility and benefits, if any, of 
shifting the Medicare ESRD program from a fee-for-service model to a managed cate model. 
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In favoring a longer coordination period for individuals with ESRD, DCl 
recognizes that too long a coordination period would be counterproductive and work to the 
detriment of individuals with ESRD. Faced with the possibility of unduly long periods of 
responsibility, many employers or private insurers might be reluctant to become associated with 
individuals with ESRD because of the high costs associated with caring for such individuals. 
This reluctance might hinder the ability of individuals with ESRD to shift employment or obtain 
replacement health coverage. Consequently, DCI feels that a 24 month coordination period 
would achieve the desired shift in responsibility without endangering the ability of individuals 
with ESRD to obtain employment or health coverage. 


Inflation Updates 

DCI feels that updating the dialysis composite rate to reflect the impact of 
inflation will enable dialysis providers to continue providing the highest quality of care possible 
to individuals with ESRD. The composite rate dialysis providers receive for dialysis treatments 
is at approximately the same rate as existed when Medicare first established the composite rate 
in 1983. Although dialysis providers have suffered inflationary effects since that time, the 
dialysis composite rate has remained constant. 

Medicare is the primary payer for the vast majority of ESRD patients. 
Consequently, the composite rate for dialysis treatments establishes the parameters of providers' 
reveimes. TTie failure of Medicare to grant dialysis providers inflation updates has resulted in 
a situation where providers’ per treatment revenue has remained constant, yet per treatment costs 
have increased consistent with the rate of inflation. 

While the composite rate for dialysis has remained insulated from the effects of 
inflation, the operational costs of providers have not fared so well, Costs such as salaries, 
benefits, dialysis supplies and equipment have increased because of inflation and technological 
advances, and providers have been forced to absorb such increases. Aggravating this situation 
is the fact that items which Medicare historically reimbursed separately, such as albumin, 
mannitol and oxygen use, have been bundled into the dialysis composite rate, further increasing 
the costs of dialysis providers. It has been estimated that providers’ costs will increase 3.7% 
in the next year. However, since providers have not received corresponding increases in 
revenues to offset the inflationary effects on their costs, providers must attempt to provide the 
same level of care for ESRD patients on reduced margins. In time, this tightening of the gap 
between revenues and costs will force many providers to make adjustments in an effort to 
maintain dieir facilities. Such adjustments will likely change the dynamic of access to services 
and the nature of the services provided. DCI believes that most dialysis providers already have 
cut costs as much as possible and that further cuts in response to inflationaty pressures will 
compromise the quality of care these providers provide. 

Providing annual inflation updates to the dialysis composite rate not only will 
allow providers to continue to provide the quality of care ESRD patients require and deserve, 
but it will also grant dialysis providers the same consideration Medicare grants to other Medicare 
providers. Since the services provided to ESRD patients are equally important as the services 
provided to other Medicare beneficiaries, inflation adjustments to the dialysis composite rate 
should be equally available to dialysis providers. 

DCI would like to thank the Subcomminee of Health for its kind consideration 
of the issues we have addressed in this statement and express our willingness to assist the 
Subcomminee in increasing the benefits the Medicare ESRD program generates for individuals 
with ESRD. 
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STATEMENT OF DONALD K. GALLION, SR, 
SUBMITTED TO THE SUBCOMMITTEE ON HEALTH 
OF THE COMMITTEE ON WAYS AND MEANS 
HEARING ON MEDICARE END-STAGE 
RENAL DISEASE PROGRAM 
APRIL 3, 1995 


My daughter, Elizabetii A. Greeson, was a healthy, insured working mother of one son. 
However, near the end of her second pregnaircy, Elizabeth began to experience 
complications, including taking on excess fluid. Her son, Matthew was boni by "C” Section 
on July IS, 1988. Elizabeth remained in intensive care for many weeks, lull of fluid. The 
doctor in charge at that time, treated Elizabeth with pills, in an attempt to dry up the fluid. 
This medication did not work and in the end, the fluid build-up damaged her heart. To 
make things worse, Elizabeth was later diagnosed with l.UPDS. 

After Elizabedi's cinployer provided insurance paid out thousands of dollars under the 
COBRA Act, Elizabeth was placed on Medicare because of her end-stage renal disease- 
related disability. 

Elizabeth was required to travel approximately thirty ntiles round trip to Atlanta, Georgia, 
every Monday, Wednesday and Friday to receive dialysis treatment. She was informed by 
her doctor that she would have to continue traveling to the Peachtree Dialysis Center in 
order to continue to be provided care by her physician. Dr. Donna Craig. I did not know 
until after Elizabeth's death that Dr. Donna Craig owned 20% of Peachtree Dialysis Center. 
Also, this dialysis center was controlled by one man in Florida who owned centers within 
the states of Florida, Georgia and California. 

After Elizabeth’s death, I requested tliat the Inspector General of Atlanta, Georgia, 
investigate the Peachtree Dialysis Center. This request was made after I had been informed 
by the center’s staff that Elizabeth was not being properly dialyzed. Congressman Mac 
Collins (GA-3) and 1 did not know until June 1994 that an unannounced inspection was 
conducted by Georgia Regulatory Services, during November 1993. During this inspection, 
the Peachtree Dialysis Center was cited for sixteen violations. Furthermore, I later learned 
that during 1991, 1992 and 1993, this center was cited by Georgia Regulatory Services 
while HCFA look no action and apparendy ignored these violations. 

My CONCERN is the lack of regulatory oversight of these dialysis centers; and the failure 
to protect the patients. 

My MOTIVATION is the death of my daughter, Elizabeth A. Greeson, who was a patient 
of the Peachtree Dialysis Center. 

After her death, I looked very closely into that center and discovered that it had been in 
repeated violation of regulatory standards, while NO action was taken by HCFA or Georgia 
Regulatory Services. 

As was the case for Elizabedi, most dialysis center patients have ex|)ended their private 
insurance and are receiving government coverage dirough the End-Stage Renal Disease 
program. These centers make an enormous amount of money from this federal government 
program. If the regulatory agencies in charge fail to protect the American people, who are 
paying for these programs? Who will protect them? WHO IS ENSURING THAT THE 
REGULATORS DO THEIR JOB? 

Why has it been so difficult fur me to gel information? 1 can only assume there may be 
something to hide. 

How can we correct this situation, before other unsuspecting dialysis patients are subjected 
to this substandard life-threatening mistreatment? 

In my daughter’s name, I want to improve the regulation of these centers. I am asking that 
the following changes be made to make these centers operate safely and professionally. 

I. Require all dialysis centers under Medicare, to provide services on a 24 hour basis; 
seven days per week; and 365 days per year. 
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2. Require all centers to have a trained, registered nurse on duty at all hours. A kidney 
doctor should be on call on a twenty-four hour basis. 

3. Require all dialysis centers to have a coronary program in effect twenty-four hours per 
day. Properly trained personnel should be on duty to handle emergency coronary problems. 

4. Require all dialysis centers to provide beds that can be used when a patient is forced to 
be removed from the dialysis machine before being fully dialyzed. Once this patient regains 
the ability to be placed back on the machine, then this patient would be fully dialyzed 
before leaving the center. If the patient is too sick to be fiilly dialyzed, then it would be 
the responsibility of the center to have this patient transported to a nearby hospital. 

5. Require State Regulatory Services to inspect these centers on a six month schedule. 
HCFA should be required to enforce any corrections needed to correct violations. Centers 
that continue to violate the regulatory requirements, should be closed. 

Congressman Mac Collins has spent a great deal of time meeting with me, because he 
understands just how serious this dialysis center problem has become. I urge each Member 
to support Congressman Collins and pass dialysis patient protection legislation. 

Thank you for your support. 
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Options for Improving Cost Effectiveness 
of Medicare End Stage Renal Disease (ESRD) Program 
by Increasing Organ Donation 

Submitted to the Hearing Record of the 
House Ways and Means Subcommittee on Health of 
April 3, 1995 

By 

Carol Beasley, Managing Director 
The Partnership for Organ Donation 
Two Oliver Street, Boston, MA 02118 


Introduction and Overview 

Work done by HCFA confirms that if more end-stage renal disease (ESRD) 
patients could receive kidney transplants, rather than relying on 
hemodialysis, their quality of life would improve and the Medicare ESRD 
program would save money, an estimated $42,000 per patient transplanted.^ 
Therefore it would be worth investing resources to increase kidney donation. 

Work done by The Partnership for Organ Donation in collaboration with 
eight organ procurement organizations (OPOs) and hundreds of hospitals in 
the United States confirms that only about one third of the medically suitable 
potential organ donors actually donate organs.^ By identifying all potential 
donors and asking families to donate in a systematic and sensitive manner, 
donation could substantially increase. Furthermore, most potential donors 
are found in a relatively few large hospitals, which allows interventions to be 
focused and efficient. Our work confirms that there is substantial opportunity 
to increase donation by focusing on a few hospitals and implementing a 
systematic donation process. Some thoughts on how Medicare could facilitate 
effective donation practices follow; 

General Guidelines: 


To have the desired impact on organ donation, any programs or policies 
initiated by Medicare should be guided by the following principles: 

• Use performance measures and quality assurance approaches. Organ 
donation lends itself well to a quality assurance approach. Large hospitals 
could be required to analyze their donor potential and to track donation 
outcomes for all suitable cases. This should be done with an established 
medical record review methodology. OPOs can be helpful in carrying out 
and analyzing medical record review. 

As a rule of thumb, any acute care hospital with more than 350 beds 
should have a medical record review at least annually; and hospitals with 
between 150-350 beds should review their donor potential and 
performance at least every two years. 

One option is to require a specified performance level - maybe 50% 
realization of potential organ donors - and those major institutions that 
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fall below the benchmark, should be required to develop donation 
protocols as a high priority. 

• Focus on modifiable elements in the organ donation process that have 
been shown to correlate with higher rates of donation,^ specifically: 

- Protocols to ensure early identification and referral of all potential 
organ donors to organ procurement organizations (currently about 
a third of eligible families are not asked -- despite required request 
policies). 

- Requiring OPO procurement coordinator participation in family 
request, along with trained hospital staff 

- Clear explanation of brain death to families, and raising donation 
only after the family has been informed of death (decoupling), 

• Strategically target those hospitals most likely to care for potential donors 
typically large hospitals (greater than 150 beds) that are trauma centers and 
are affiliated with medical schools.* 

Perspective.s on Using Economic Incentive.s to Encourage Organ Donation: 

The Partnership urges caution in applying direct financial incentives. So far, 
the reaction of the public and health professionals^ to financial incentives for 
organ donation has been at best lukewarm. It is essential to preserve public 
trust in the donation and transplantation system, and financial incentives 
have the potential to erode this. 

Financial incentives at the hospital level could exacerbate public fears that 
potential organ donors receive less attentive medical care, or that a black 
market in organs could be operating in the U.S. Members of ethnic minority 
groups are especially likely to harbor these concerns, potentially depressing 
even further the low rate of organ donation among ethnic minorities.* 

Options for Structuring Economic Support for Organ Donation 

While caution is called for, there may be a strategy for targeting financial 
support to remove institutional disincentives for organ donation, particularly 
in those large hospitals with significant donor potential that are not 
transplant centers. Large hospitals, especially public hospitals caring for 
significant numbers of indigent or underinsured patients, seldom have the 
resources to devote to improving organ donation practices. The public would 
benefit from supporting the adoption of good organ donation practices in 
these hospitals. 

Grants could be offered to support the creation of in-house teams to diagnose 
donation performance and institute effective donation protocols. Continuing 
funding could be contingent on documenting significant gains in donation 
effectiveness. Because donor potential is concentrated, grants could be 
targeted to the largest 500-600 hospitals in the United States, enabling access to 
70 percent or more of all the potential donor cases in the country. 

To facilitate the administration of these grants, the following provisions 
could be made: 

• Focus initially on hospitals with 350 beds or more. If limiting the program 
further is a consideration, support could be restricted to those hospitals 
that are nat also solid organ transplant centers, since transplant centers 
presumably have some inherent incentive to improve organ donation 
performance. 

• Create a very simple application process by requiring minimum criteria to 
be met, for example: documented medical record review showing a 
minimum of 10 potential organ donor cases in the prior year. 
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• Provide a standard grant of $5,000-$10,000 with a set of guidelines about 
how the funds are to be used, rather than asking each hospital to design a 
program individually. 

The other area in which to consider financial incentives is living kidney 
donation. Living kidney donation has a number of advantages over 
cadaveric donation, including more control over the scheduling of surgery, 
and close tissue matching when blood relatives donate. A preliminary pilot 
study^ suggests that there is wide variation in practice around living 
donation. Many believe that lack of financial coverage for family members' 
time away from work operates as a powerful disincentive to donate. HCFA 
might consider a pilot program to identify more accurately the current 
financial disincentives in the system, and test the impact of providing some 
financial support to living donors. 

The Partnership for Organ Donation has extensive experience in working 
with hospitals to improve organ donation. We -would welcome the 
opportunity to provide input to the design of any program intended to 
increase the effectiveness of our organ donation system in the United States. 
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TESTIMONY OF LISA R. KORY, BSN, RN, CPTC 
TRANSPLANT RECIPIENTS INTERNATIONAL ORGANIZATION, INC. 


Transplant Recipients International Organization, Inc. (TRIO) welcomes the opportunity to 
comment on the Medicare End Stage Renal Disease Program. 

TRIO is a member supported organization with 3,000 Members world-wide (32 national and 2 
international Chapters). TRIO was founded in 1983 to support patients waiting for organ 
transplants, individuals who have been transplanted, their family members, and the families of 
organ donors. Our mission is to provide accurate and timely information on all aspects of the 
transplant process, including: 

• to be there on a one-to-one basis for these individuals throughout the time of hospitalization 
before and after transplant; 

• to provide a community of interested individuals who understand what the candidates and 
recipients and their family members, and donor family members have gone through; 

• to serve as a national voice on transplant issues; and 

• to increase donor awareness. 

Who better to comment on the ESRD Program than those who have experienced renal failure, life 
while on dialysis and the life-saving benefits of kidney transplantation. 

The following comments outline TRlO’s position regarding the privatization of the ESRD 
Program, proposed increases in the primary payer status, the need for increased organ donation 
and the life-enhancing benefits of organ transplantation. 


Privatization of the ESRD Prozram 

TRIO understands the importance of deficit reduction and fiscal responsibility but primarily, we 
are concerned for the welfare of ESRD patients Despite recent testimony regarding the cost- 
effectiveness of managed care, it is unclear whether or not the ESRD Program could be replicated 
by managed care facilities and still provide quality care with unlimited access and without regard 
to economic status or race. 

While dialysis is a costly therapy, it is important to point out that dialysis costs have remained 
stable over time In his 1992 study, “Comparison of Treatment Costs Between Dialysis and 
Transplantation,” Paul Eggars, of HCFA, indicates that payment per dialysis in 1989 was around 
$125, representing a 61% reduction in inflation adjusted dollars from the payment level in 1974 
($138)' In their study “Cost-effective care and endstage renal diseases: A billion dollar 
question,” Roberts et.al., discovered that home dialysis, as an alternative to in-center dialysis 
treatment, produced a savings of $7,000 to $8,000 per life-year". 
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Privatization of the ESRD Program is not necessarily the answer to reducing costs. Alternatives 
to in-center dialysis; the most cost-effective being home dialysis and transplantation, need to be 
fully explored. Given the profit of in-center treatment and the financial incentive for doctors to 
recommend in-center hemodialysis however, it may be difficult to alter prevailing medical opinion. 

Since its inception in 1972, the ESRD Program as administered by HCFA, has treated all eligible 
ESRD candidates without regard to age, sex, race or religion. Prior to 1972, ESRD care was 
characterized by inequities, with hospital boards deciding who would, and wouldn’t, receive the 
life-saving benefits of dialysis. It is all too possible that an analogous situation would exist under 
an ESRD system controlled by managed care providers. In short, managed care providers would 
be the “gate-keepers,” providing coverage to a limited number of ESRD patients while excluding 
older ESRD populations and those with limited financial resources. Faced with rising costs of 
treating ESRD patients, managed care providers will have greater incentive to reduce 
expenditures, perhaps by limiting ESRD for those populations at greater risk of hospitalization or 
those populations unable to afford rising premiums. 

Given the steady ESRD patient population growth (9% annually), the aging of the ESRD 
population and the level of comprehensive specialized care required, the multi-billion dollar costs 
of ESRD are comprehensible Continued protection from rising inflation, forthcoming analysis of 
ESRD capitation studies, and the exploration of alternatives to in-center dialysis, will serve to 
slow rising costs and reduce Medicare expenditures. 


Primary Paver Provision 

TRIO supports the current system, with Medicare as secondary payer for 1 8 months. 

Undoubtedly, extending the secondary payer provision from 18 to 30 months would reduce 
Medicare costs in the short-term; however, these gains would most likely be offset by the negative 
impact on ESRD patient life-style and care. 

If coverage were not dropped altogether, some combination of measures would be implemented 
to reduce expenditures In all likelihood, employers would be unwilling to hire ESRD patients or 
those predisposed to ESRD, such as diabetics and minorities. Lower reimbursement rates would 
be implemented, with some insurers eliminating ESRD coverage outright. And, in some 
instances, we fear that an extension could serve to drive private insurance costs even higher, 
leaving individuals with no choice but to drop their coverage In each one of these cases, ESRD 
patients would revert back to Medicare with potentially greater health problems, requiring even 
greater government expenditures 

Government involvement with the ESRD program ensures the extension of benefits to all in need 
of care. Extending the primary payer provision makes economic sense, but the decision to reduce 
costs should be tempered by the resultant negative effects on patient care. These may include: 


loss of coverage for those who want to work and utilize private insurance; 
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• the possibility of reductions in Epogen dosing as insurers reduce reimbursement levels, and 

• premature death for those patients who loose or can’t afford coverage. 


Organ Donation 

Organ transplantation is in part a victim of its own success With improvements in technology 
more and more patients become candidates for life-saving kidneys, livers, hearts, lungs and other 
vital organs. Tragically however, 8 people die each day while on the waiting list. Simply put, a 
rising demand in transplants and a flat supply of adequate donors means a severe shortage in 
organs for transplantation. 

There are nearly 40,000 people waiting for an organ transplant, with greater than 28,000 awaiting 
a healthy kidney. In addition, there are 500 children waiting to benefit from transplantation. Half 
of these children will die, and every thirty minutes another child will be added to the pediatric 
waiting list"'. The need for increased organ donation can not be stressed enough! 

Transplantation as a Cost-Effective Alternative 

Numerous studies have been conducted that compare the long-term costs of dialysis and 
transplantation. In many cases, when looked at over a period of between 7 to 10 years, 
transplantation has been the least costly option for treating ESRJD patients. 

With the advent of cyclosporine, and other immunosuppressive drugs, the survival rates of kidney 
recipients have shown a marked improvement. According to data provided by the United 
Network for Organ Sharing (UNOS), in 1993, the first-year survival rates for living donor 
recipients was 93,8%, 

Paul Eggers, in the aforeto mentioned study, concluded his findings with the following comments. 

The results of this study confirm the widely held belief that kidney iransplantalion is, over time, a less 
costly alternative to maintenance dialysis. The high initial cost of transplantation is recovered in about 
4 5 years (3 years for a living-related donor) with a net discounted savings of about $42,000 over a 10 
year time frame. To the e.itent that transplantation may result in superior patient survival rates and a 
higher quality of life, the results would mote forcefully favor transplantation as the preferred renal 
replacement therapy. Combined with the better quality of life assumed to result from transplanlation, it 
appears that transplantation is the preferred alternative for ESRD patients both from a medical as well 
as an economic perspective (288)”. 

TRIO is not encouraging a doing away of the ESRD program, and we concede that older 
individuals currently on dialysis are not necessarily adequate candidates for transplantation. With 
proper incentive however, kidney transplantation for a significant number of dialysis patients is 
realistic and would reap benefits that exceed current ESRD costs 
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We urge the Congress to consider implementing our recommendations which will help assure that 
the ESRD Program continues to serve the needs of those Americans in saving them from 
premature deaths and provide them with the opportunity for a second chance to lead productive 
and more rewarding lives. 

Transplant Recipients International Organization, appreciates the opportunity to provide 
comments on the ESRD Program. We have seen first-hand the benefits of this program and 
encourage your continued support. We would be happy to speak with the Members of the 
Subcommittee for any further clarifications or recommendations. 
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